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THIS MONTH 
* 
EADING over the final proofs of 


our story of the Commissioners’ 
Convention, we were struck with the 
naturalness of the proceedings — by 
which we mean resemblance to earlier, 
not to say, old time, meetings of the 
organization. Last year one wouldn't 
have thought it possible, but there 
was the convention back in the East 
for a spell, with an Eastern Commis- 
sioner elected as the new president 
and a great deal of cordial blackslap- 
ping among the state executives from 
here, there and yon ®° We are minded 
to suggest that Commissioner Neslen 
be named as President Emeritus for 
his part in bringing this all about * We 
like the informal but convincing tone 
of Commissioner Emery's speech on 
appraisals and of course Superintendent 
Pink proceeds with his usual logic in 
his discussion of investments. Com- 
missioner Julian is represented by a 
factual talk on fraternals and Commis- 
sioner Knott's swan song is interesting 
in retrospect ® Some very practical 
thoughts on arson are set down in un- 
usually readable style by Dr. Steinmetz 
and Mr. Dendel speaks up for his con. 
ception of what reinsurance for farm 
companies should be like — Mid-sum- 
mer, generally a dull month, is thus 


peppy enough. 


NEXT MONTH 
* 


HE second part of Dr. Steinmetz's 

article on Moral Hazard is to be 
printed in August and an informative 
manuscript on Safe Highways is in the 
making. News, too, of important plans 
for Fall in connection with conventions 
and the like will enliven the notes of 
the month. How is (or was) the fishing? 















































JOHN C. BLACKALL 


Commissioner of Insurance 
State of Connecticut 
New President of National Association 
of Insurance Commissioners 


OMMISSIONER BLACKALL was universally recognized as the logical 
C choice of the National Association for its highest executive post dur- 
ing the organization's year of 1940-41. His outstanding work at the head of 
the Connecticut Department and his wide knowledge of insurance affairs 
throughout the country, coupled with his gift for public speech and a large 
measure of common sense amply qualify him for this important position. 



































EDITORIALLY 
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HENEVER this particular department has occa- 
W sion to confess, in black and white, that it finds 

certain aspects of stock insurance faintly amusing 
—and the strange eagerness of stock insurance leaders to 
turn loose banal or ridiculous public statements upon the 
slightest provocation makes such occasions only too fre- 
quent—it is a foregone conclusion that wavelets of criti- 
cism will begin to roll in before the week is out. Usually 
these are comparatively mild, with the complaints tend- 
ing to fall into one or another of the standard classifica- 
tions. 


There is the critic who holds that this department lacks 
what is called the constructive point of view, and that its 
attitude does not have in it enough of the deference which 
stock insurance’s executives have convinced themselves 
is their due. There is the statistical critic, who charges 
that figures have been interpreted improperly, but who 
never answers the letter which proves his contention 
wrong. There is the critic who holds that this depart- 
ment is either a tool or a dupe of Moscow, and is dedi- 
cated to encompassing the downfall of America’s busi- 
ness system. And there is the critic who hopes to appeal 
to this department’s better nature with a simple plea for 
“fair play.” 


Sut there is one subject upon which this publication 
has been commenting for several years—the premium 
volume, remittances, and dividends of alien and alien- 
controlled fire and casualty insurance companies licensed 
to do business in the United States—which has inspired 
the critics as no other has. Hardly one has seen fit to con- 
fine his objections to a single theme; each has asserted 
that not only are the alien carriers dignified, old, and ex- 
tremely solvent, but that the statistics give the public an 
erroneous impression, that there is something rather sin- 
ister about the action of the mutual companies in calling 
them to the attention of the public at this time, and that 
it is not playing fair to attempt to kick the alien carriers’ 
teeth out while the nations in which their home offices are 
located are at war. 


The odd thing it that, in publishing statistics concern- 
ing the United States operations of alien and alien-con- 
trolled insurers during the past few years, this publica- 
tion has been very-careful to point out that the attitude 
of the mutual companies on this question is an extremely 
tolerant one. All along it has been that the competition 
of alien and alien-controlled fire and casualty carriers is 
welcomed, as long as this competition is reasonably ethi- 
cal. The objection of the mutual companies is and has 
been that many of these alien and alien-controlled organ- 
izations have seen fit to participate in campaigns of 
defamation of mutual insurance, on the ground that it is 
attempting to undermine the traditional American sys- 
tem of free enterprise in business. It has been stated 
flatly that such activities constitute a flagrant outraging 
of the courtesy which permits these companies to operate 
in the United States, but never has it been so much as 
intimated that the mutual companies feared to attempt 
to sell insurance coverage, upon its merits, in competition 
with any alien insurer. 
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UT now that the situation abroad has become suffi- 

ciently tense to make it obvious that the chips are 
down, it appears that the generous attitude which was not 
so long ago being urged upon the mutual carriers as 
proper is not going to be taken by at least one of the 
more ambitious stock insurance organizations. Indicat- 
ing that an effort will be made to pick the bones of alien 
insurance while there is still plenty of meat on them is 
the following excerpt from a recent advertisement in the 
New York Journal of Commerce: 


“Further information regarding the greatly disturbed 
reinsurance situation throughout the world may be of 
interest at this time. Some well known insurance com- 
panies on the Continent had large and widely scattered 
retrocessions among non-admitted companies. Such 
companies, in addition to those in Germany, were in 
Czecho-Slovakia, Poland, Rumania, Bulgaria, Jugo- 
Slavia, France, Hungary, Norway, Sweden, etc. In 
many cases the original company purchased stock in 
these companies, sometimes control, in order to acquire 
business. The original companies frequently had ex- 
pensive office buildings and branches in the conquered 
countries, and often heavy premium and bank balances 
due them, which in many cases are probably still out- 
standing. Companies not admitted to Great Britain are 
required by British companies to leave with such com- 
panies 40% of the annual premium as a deposit. The 
enemy companies cannot recover the aggregate amount 
of these 40% deposits in the present situation. France 
and some other countries required deposits of insurance 
companies doing business there. 

“As far as the underwriters at Lloyds, London, are 
concerned, and the repeated broadcasting about the pro- 
tection afforded by their individual responsibility for 
claims, it must be noted that between heavy taxes, and 
other results of the war so far, their respective assets 
must in many cases have been quite a little reduced. It 
would be edifying to know how vast is the liability of 
Lloyds, London, throughout the world outside of the 
United States, and how much in liquid assets remains 
in London since the trust fund was established here. 
Its so-called American Trust Deed is interesting when 
analyzed by experts.” 


This department has not made a recent check, but it 
believes that the sentiment of the mutual companies re- 
mains opposed to attempts to undermine confidence in 
alien carriers, even though all of them are stock insurance 
organizations. But it believes that the statement quoted 
above, which is signed by a prominent stock insurance 
official, is strong enough to require amplification. Merely 
as a very interested spectator this department would like 
to know what it is that the expert analysts find so inter- 
esting about the American Trust Deed of Lloyds of 
London. It would like to know whether, under this deed 
of trust, the United States policyholder is less secure 
than the policyholder in an alien insurance company which 
has been regularly admitted and which has submitted to 
the control of the insurance department of one or another 
of the states. It would like to know whether it is now 
considered good form to begin kicking the alien insurance 
companies around. 


The mutual companies are not very eager to attempt to 
secure business in this way, but knowing whether compe- 
tition on this basis is permissible might be a handy piece 
of information to have for the future. 











WHAT GOES ON 
HERE? 
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Announce Plans for 1941 


Crop Insurance Program 


PROVISION FOR THE 1941 “ALL- 
RISK’? WHEAT CROP INSURANCE PRO- 
gram — virtually the same as those 
which governed the 1940 program 
are outlined by the Federal Crop 
Insurance Corporation. The most im- 
portant change in the 1941 program 
is the establishment of a single and 
early closing date for the acceptance 
of applications on winter wheat. To 
insure their 1941 crops, winter wheat 
producers must apply for insurance 
and pay the premium before the crop 
is seeded or by August 31, which- 
ever is earlier. Those dates are from 
two weeks to a month earlier than 
were in effect for the 1940 program. 

Aside from this earlier closing date 
for winter wheat and a few minor 
administrative changes, the 1941 pro- 
gram is the same as the 1940 pro- 
gram. The closing date for spring 
wheat insurance applications remains 
February 28. Applications will be 
taken at county AAA offices, and 
county AAA committees will handle 
local administration of the program. 





A brief summary of the main 
points of the 1941 insurance program 
follows: 


1. Any farmer may insure his interest 
in a wheat crop to be seeded in 1941 by 
making proper application and paying 
the specified premium, prior tc the seed- 
ing of the crop or the closing date, 
whichever is earlier. The insurance cov- 
ers either 50 or 75 percent of the average 
yield for the farm as determined from 
actuarial data. Insurance is stated in 
bushels, and protection is “all-risk’, 
against natural hazards as drought, wind, 
hail, fire, disease, insects, etc. 

2. Growers will apply for the insur- 
ance on their full wheat-acreage allot- 
ment under the AAA program unless 
they are certain they will seed less than 
the allotment, in which case the applica- 
tion will cover the actual acreage to be 
seeded. No insurance will be written 
on acreage planted in excess of 1941 
AAA acreage allotments. 

3. The premium rate is computed sep- 
arately for each farm, and is based on 
the risk involved in growing wheat on 
that particular farm, as shown by the 
losses in the past, averaged with the loss 
experience of the county in which the 
farm is located. Premiums are stated in 
terms of bushels. 

4. A crop insurance contract may be 
assigned as collateral security for a cur- 
rent loan, current advances to enable the 
grower to care for his crop, the amount 
of a current year’s rental, or a current 
instalment due under a purchase con- 
tract or mortgage. 

5. In case a grower’s insured crop 
fails to produce thee insured amount, 
through no fault or neglect on his part, 
he may claim an indemnity which in 
bushels is sufficient to bring his produc- 
tion up to the insured amount. The 
grower may request that his indemnity 
be paid in the form of actual wheat or 
in the cash equivalent. 
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Items Concerning What Is Going 
On In The Insurance World 


Miscellany 


ONE OF THE MAJOR NETWORKS 
SPENDS OVER $100,000 ANNUALLY ON 
sound effects research — Last year 
more than 100,000 Americans picked 
up their new automobiles at the fac- 
tories — The death toll from tubercu- 
losis in the United States reaches 
70,000 annually — Association of 
American Railroads reports that 
nearly 12,000 passenger cars on 
United States railroads are now air 
conditioned — Survey of Current 
Business reports that employees of in- 
surance companies received $930,000,- 
000 in wages during 1939 — Ameri- 
icans consumed over 17,201,000,000 
pounds of meat in 1939, a record in 
the country’s history — An estimate 
indicates that advertisers paid during 
1939 $170,000,000 for radio time and 
about $35,000,000 for talent — During 
1940 American glass manufacturers 
will spend $180,000,000 in labora- 
tories to discover new methods of im- 
proving their products — Nearly 16 
pounds of confectionary was con- 
sumed by every American during 1939 
— Last year the Dead Letter Division 
of the Postoffice Department handled 
13,226,456 letters and 356,663 pieces 
of parcel post. 
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Leroy A. Lincoln Named to 
U. S. Chamber Board 


THE NAMING OF LEROY A. LINCOLN, 
PRESIDENT OF THE METROPOLITAN 
Life Insurance Company, to the 
Board of Directors of the Chamber 
of Commerce of the United States, 
gives the insurance industry four 
members on the Chamber’s Board. 
Mr. Lincoln was elected by the 
Board, which itself names directors 
at large. Geographical and depart- 
mental directors are elected by the 
membership. 

The president of the Chamber, 
James S. Kemper, heads six mutual 
insurance companies. The other in- 
surance executives on the Chamber’s 
board are: J. H. R. Timanus, Phila- 
delphia, secretary, The Philadelphia 
Contributionship, and John C. Har- 
ding, Chicago, resident executive vice 


president, Springfield Fire & Marine 
Insurance Company. 


For a number of years Mr. Lin- 
coln has been serving as a member 
of the Insurance Committee of the 
Chamber. He also has served on spe- 
cial committees identified with Cham- 
ber affairs. 
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Ohio Ruling Bars Travel 
Agents from Selling 
Policies 


A RULING THAT UNDOUBTEDLY 
WILL STAND AS A PRECEDENT TO AP- 
ply to situations like the 25 per cent 
commission agreement with the H. 
O. L. C. was recently issued by Su- 
perintendent J. A. Lloyd of Ohio. 
This was in the matter of licensing 
travel agents or travel bureaus as in- 
surance agents or solicitors. Note in 
the following text, the significant 
phrase “travel agents by virtue of 
their control of the property which 
they desire to insure * * * are not 
suitable”, etc. 


This matter came on to be heard be- 
fore the Superintendent of Insurance 
upon the request of said travel agents 
that the Superintendent of Insurance re- 
view the decision of the Deputy Superin- 
tendent of Insurance, which decision 
placed in effect the ruling of the Super- 
intendent of Insurance of April 10, 1936, 
ordering that licenses be not issued to 
travel agents, holding them to be un- 
suitable within the meaning of Sec- 
tion 644. 


The travel agents were represented by 
Messrs. Edmonds and Harter of the 
firm of Mooney, Bibbee, Edmonds and 
Harter, attorneys-at-law. Opposing the 
licensing of such travel agents was the 
Ohio Association of Insurance Agents, 
Inc., represented by Paul R. Gingher, 
attorney-at-law. 

Hearing was had at which testimony 
was taken and leave granted to file 
briefs. Both sides having filed briefs 
and the Superintendent having had un- 
der consideration the testimony and the 
briefs, hereby finds that the order of the 
Superintendent in the first instance and 
the subsequent order of the Deputy Su- 
perintendent of Insurance were legal and 
proper; that travel agents, by virtue of 
their control of the property of their 
clients which property they desire to 
insure; and by virtue of their admission 
that they do not expect to engage gen- 
erally in the insurance business, but only 
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seek the licenses to place business upon 
the property of their clients, are not 
suitable within the meaning of Section 
644 and 644-1 and, therefore, the former 
orders will apply and the licenses to 
travel agents as insurance agents or 
solicitors for insurance agents will not 
be issued hereafter, nor will such licenses 
as now may be issued be renewed on 
and after July 1, 1940. 

It is the further order that copies of 
this ruling be sent to the parties at 
interest through their representative 
counsel. 

& e °® 


Insurance Counsel Select 


White Sulphur 


THE 1940 ANNUAL CONVENTION OF 
THE INTERNATIONAL ASSOCIATION OF 
Insurance Counsel will be held Sep- 
tember 4-6, at the Greenbrier, White 
Sulphur Springs, West Virginia, it 
has been announced by Association 
president Gerald P. Hayes of Mil- 
weukee. The plan of conducting all 
meetings of the convention as one- 
session affairs running from 9:30 
A. M. to 1:00 P. M., which was pro- 
posed by president Hayes has been 
endorsed by the Association’s execu- 
tive committee. 
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American Institute of 
Cooperation 


AN OPPORTUNITY WAS AFFORDED 
THOSE WHOSE INTERESTS CENTER IN 
agricultural cooperation to review the 
progress and problems of the Self 
Help Farm Movement during the 
recent meeting of the American In- 
stitute of Cooperation. This year’s 
session — the sixteenth annual — 
was held at Michigan State College, 
East Lansing, Michigan, July 8-12. 

Subject matter and the general ses- 
sions of the meeting were built 
around topics of general interest to 
agriculture and cooperation, while 
the group conference went into more 
detail on topics relating to coopera- 
tive marketing, purchasing and serv- 
The variety of timely topics 
presented were discussed by more 
than 150 speakers and group leaders. 
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Mutual Conference 
California 


SUBSTANTIAL PERFECTION OF DE- 
TAILS OF THE ORGANIZATION WHICH 
will carry out, during the coming 
year, the program of greatly increased 
Pacific Coast activity being developed 
by the major mutual fire and casualty 
insurance companies is expected to 
be the result of two California con- 
ferences to be held shortly, and in 
which the state’s county mutual in- 
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surance companies have been invited 
to take an active part. 

The first will come together at the 
Town House, Los Angeles, on July 
25-26, and the second at the St. 
Francis Hotel, San Francisco, on 
July 30-31. Both will be sponsored 
by the American Mutual Alliance. In 
each case the first day’s sessions will 
be devoted to discussion of general 
insurance matters between company 
executives and the California mutual 
producers and branch office staffs. 
The second day of each conference 
will be devoted to executive sessions, 
at which attendance will be limited 
to mutual managers, and at which 
searching inquiry will be made into 
immediate practical problems inci- 
dental to the imminent expansion of 
mutual insurance activities in Cali- 
fornia. 

Of great interest among the sub- 
jects slated for discussion at the 
executive sessions is the California 
fire insurance rating situation, which 
is considered chaotic at present. Ac- 
tion on this matter may be taken as 
soon as the program for intensifica- 
tion of organized mutual insurance 
activities begins to operate. 

Decisive attention is also to be 
given to the question of the mutual 
insurance attitude toward the pro- 
posal for a monopolistic state fund 
for workmen’s compensation insur- 
ance which is regarded as certain to 
be urged at the next session of the 
California legislature. The consensus 
on this problem is reported as being 
that the mutual carriers will support 
vigorously other insurance groups in 
efforts to convey to the public the 
desirability of continued competition 
in this field, and the unfortunate reali- 
ties with which the adoption of such 
a plan would force the insurance-buy- 
ing public of California to deal. 

The puzzling question of how 
closely the lay adjuster approaches 
the field of the practice of law in 
settling insurance claims — for sev- 
eral years the subject of greater con- 
troversy in California than elsewhere 
— was another important matter upon 
the conference’s original agenda. But 
the recent decision of California law- 
yers’ organizations to follow closely 
the agreement reached some time ago 
by the national lawyer-insurance com- 
mittee set up to deal with this prob- 
lem makes its extended discussion 
unlikely. 

Decisions reached at the executive 
sessions will likely be the basis of 
suggestions which the mutual insur- 
ance companies will make in the event 
the California State Insurance De- 
partment stages, this fall, a proposed 





July, 1940—5 


conference on insurance legislation. 


Among executives who will address 
the general sessions of the two con- 
ferences this month are E. J. Raabe, 
inland marine manager of the Cen- 
tral Manufacturers Mutual Insurance 
Company, Van Wert Ohio; Fred C. 
Cromer, Los Angeles, president of 
the California Association of County 
Mutual Fire Insurance Companies ; 
and Ambrose B. Kelly and Edwin L. 
Poor, of the headquarters staff of the 
American Mutual Alliance, Chicago. 


U. S$. Chamber Bulletin on 


Life Insurance 


FOR THE INFORMATION OF POLICY- 
HOLDERS, THE INSURANCE DEPART- 
ment of the Chamber of Commerce the 
United States has released an insur- 
ance bulletin having the title : “Should 
You Change Your Old Life Insurance 
for New?” 

The bulletin points out that re- 
placement of old life insurance poli- 
cies by new ones will usually result 
in loss to policyholders through in- 
creased cost and less favorable bene- 
fits under the new policy. Policyhold- 
ers are urged to consider carefully 
advice that may be given about chang- 
ing their life insurance policies. Be- 
fore acting, policyholders should ob- 
tain information and assistance from 
all available sources, including the 
company or companies which wrote 
existing policies. 

The bulletin says: 

“Periodically throughout the history 
of life insurance there have appeared 
those who advocate insurance programs 
based exclusively on term insurance. 
Although term insurance serves a useful 
purpose in certain cases, experience has 
shown that a life insurance program 
based exclusively on term insurance will 
almost invariably lead to disappoint- 
ment. The fundamental objection to 
term insurance for the long run is its 
increasing cost, which becomes very 
high at the older ages, when the pol- 
icyholder usually has decreasing ability 
to pay. By building up a reserve through 
the payment of premiums somewhat 
higher than the term rate in the early 
years, level premium life insurance 
avoids this increase in the premium re- 
quired as the policyholder grows older.” 

Recognizing the public interest in 
preventing losses to policyholders 
through misrepresentation, a number 
of states have enacted special statutes 
making such misrepresentation crim- 
inal. This type of legislation is de- 
signed to protect the interest of the 
public. 

Copies of the bulletin may be ob- 
tained from the Insurance Depart- 
ment, Chamber of Commerce of the 
United States, Washington, D. C. 
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Western Millers Takes 
over Washington Mutual 


THE WASHINGTON MUTUAL FIRE 
INSURANCE COMPANY OF ST. LOUIS 
has been taken over by the Western 
Millers Mutual Fire Insurance Com- 
pany of Kansas City. The Washing- 
ton Mutual, which has operated in 
St. Louis and St. Louis County only, 
was organized in 1858 and is the old- 
est fire insurance company in the 
state. R. M. Rogers, secretary of 
the Western Millers, has been elected 
vice president and manager of the 
Washington and Carl W. Trapp, as- 
sistant secretary of the Western 
Millers has been named secretary of 
the Washington. The home office of 
the Washington, which will continue 
in St. Louis, will be in charge of 
assistant secretary Bruce S. Stake. 
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Mutual Fire Insurance 
Association Holds 
Annual Outing 


FORREST FE. WHEELER, ASSISTANT 
SECRETARY OF THE WORCESTER MU- 
tual Fire Insurance Company, was 
inducted into office as president at 
the annual banquet of the Mutual Fire 
Insurance Association of New Eng- 
land at Oyster Harbors Club, Os- 
terville, Massachusetts, on June 22. 
He succeeded Frank L. Brigham, 
vice president of the Merrimack Mu- 
tual Fire Insurance Company of An- 
dover, Massachusetts, who headed 
the Association for two terms. 

The banquet, attended by execu- 
tives and guests of 19 of the 23 mem- 
ber companies, was held in connection 
with the Eleventh Annual Outing of 
the Association at Oyster Harbors, 
June 21-23, inclusive. Mr. Wheeler 
not only won the presidency, but also 
captured the Association’s silver golf 
cup awarded each year to the com- 
pany executive with the lowest net 
score. He took the cup from Karl E. 
Greene, president of the Berkshire 
Mutual of Pittsfield, Massachusetts, 
who had held it for two years. 

Winners of golf prizes in other 
competitions included: H. H. Parker, 
director of the Lowell Mutual; Har- 
old K. Bartlett, assistant secretary of 
the Traders & Mechanics of Lowell, 
Massachusetts; H. M. Wardwell, 
vice president of the Middlesex Mu- 
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tual; W. A. Robbins, secretary of 
the Abington Mutual; E. H. Brigham 
of the Traders and Mechanics; John 
Wheatley, president of the Abington 
Mutual; Minott Rowe, assistant sec- 
retary of the Worcester Mutual; 
Charles Gallup, secretary of the Berk- 
shire Mutual; John Robinson, vice 
president of the Lowell Mutual; 
Harry Harrison, secretary-treasurer 
of the Worcester Mutual; T. A. 
Stevens, president of the Traders & 
Mechanics; H. Lincoln Harrison, as- 
sistant secretary of the Worcester 
Mutual and Donald Rowe of the 
Middlesex Mutual. The outing com- 
mittee was composed of Lyman F. 
Cheever of the Middlesex Mutual; 
Edward H. Brigham of the Traders 
& Mechanics, Robert S. Kenyon, of 
the Berkshire Mutual, and _ their 
wives. 
ee @ ® 


Herbert A. Wiley Dies 


A WIDE ACQUAINTANCE IN THE IN- 
SURANCE FIELD WILL REGRET TO 
learn of the death on June 21 of Mr. 
Herbert A. Wiley, chief adjuster for 
the Factory Mutual Fire Insurance 
Companies. 

Mr. Wiley was born in Hartford, 
Connecticut, February 13, 1887, and 
was educated in the public schools of 
that city. He early associated him- 
self with the fire insurance business, 
starting out as clerk and examiner, 
then entering the adjustment field in 
which capacity he worked for a num- 
ber of years as a New England rep- 
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resentative for a group of fire insur- 
ance companies. Later he became 
manager for the American and For- 
eign Insurance Association and spent 
four years in Shanghai, China. On his 


return from the Orient, he became 
vice president for the insurance firm 
of John A. Gammons, Providence, 
Rhode Island. In 1927, he entered 
the employ of the Factory Mutuals 
as chief adjuster — a position he held 
until the time of his death. 

His long, broad experience, a keen, 
open mind, and sound independent 
judgment made his service of great 
value and his counsel widely sought 
and highly respected. To those asso- 
ciated with him the thoroughly 
human side of his character appealed 
strongly — his useful spirit, his con- 
tinuous good nature, and his enjoy- 
ment of companionship. All who 
knew him feel a real loss. 
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F. A. Golds Head California 
County Mutuals 


F. A. GOLDS, SECRETARY OF THE 
NAPA COUNTY MUTUAL WAS ELECTED 
President of the California Associa- 
tion of County Mutual Fire Insurance 
Companies at the Association’s thirty- 
ninth annual convention held in Los 
Angeles June 24-26. M. Aggin of the 
Ventura County Mutual was named 
Vice President, and C. H. Spalding, 
of the Santa Clara Mutual, was re- 
elected Secretary-Treasurer. 


The 150 registered delegates at the 
convention, in addition to discussing 
routine business problems of the Asso- 
ciation, heard addresses by Harry P. 
Cooper, Secretary, National Associa- 
tion of Mutual Insurance Companies ; 
W. I. Mixon, Production Credit Cor- 
poration, Berkeley ; H. F. Risborough, 
Assistant Insurance Commissioner ; 
J. K. Baillie, Financial Editor of the 
Los Angeles Herald Express; M. M. 
Hurford, President, Federal Home 
Loan Bank System, Twelfth District ; 
and Roy L. DeCamp, Consulting En- 
gineer. 
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Ohio Platoon Law Held 


Unconstitutional 


THE RECENTLY ENACTED OHIO STATE 
PLATOON LAW FOR CITY FIREMEN WAS 
declared unconstitutional by the Ohio 
Court of Appeals in a per curiam de- 
cision handed down on July 1. The 
court held that the amendment would 
inflict “an imposition of the state’s 
will upon cities as to the functioning of 
purely municipal officers.” 

The suit, a petition for a peremptory 
writ to compel the chief of the Cincin- 
nati Fire Department to conform to 
the schedule of hours set forth in the 
law, was brought by the State Direc- 
tor of Industrial Relations. 


The court held in denying the peti- 
tion that the section is not a general 
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law in exercise of police, sanitary or 
other similar powers, to which a local 
municipal ordinance must yield ; that 
the section is the kind of regulation 
an officer charged with a general duty 
would be empowered to make in the 
absence of any specific authorization 
and is not along the strict primary 
sense ; that it falls within the category 
of rules that may be promulgated by 
the executive and judicial as well as 
the legislative department. 

The case will be taken to the Su- 
preme Court according to spokesman 
for the Industrial Relations Depart- 
ment of the state. 
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Davis Outlines Objectives 
Of Loss Research Division 


ORGANIZATION NATIONWIDE OF A 
FORCE OF SELECTED INDEPENDENT AD- 
justers which will specialize in han- 
dling losses for the major mutual fire 
insurance companies, the setting up of 
machinery for a continuing series of 
joint conferences between these ad- 
justers and company loss executives, 
and the initiation of a thoroughgoing 
program of research into loss and ad- 
justment problems have been an- 
nounced as the first activities to be un- 
dertaken by the Loss Research Divi- 
sion created recently by the Federa- 
tion of Mutual Fire Insurance Com- 
panies. 
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The Federation of Mutual Fire In- 
surance Companies, one of the con- 
stituent organizations of the American 
Mutual Alliance, has as members 
eighty of the larger general-writing 
mutual fire insurance carriers; they 
write approximately half of the busi- 
ness written by the mutual fire insur- 
ance companies of the United States. 
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Director of the Loss Research Divi- 
sion is Gordon Davis, Kansas City ; 
he will make Chicago his headquar- 
ters. He has had long practical ex- 
perience in the adjustment field, hav- 
ing served for many years as a staff 
and general adjuster for the Western 
Adjustment and Inspection Company 
in the southwest. Most recently he has 
been vice-president and general man- 
ager of the United Adjustment and 
Inspection Company, the organization 
formed in 1930 to handle adjustments 
in a large section of the southwest ter- 
ritory for the mutual companies. He 
severed this connection July 1 to as- 
sume his new post. 

“The new Loss Research Division 
is a natural outgrowth of the convic- 
tion long held by many leading ad- 
justers and company loss executives 
that there should be closer coopera- 
tion between them,” Davis asserted, 
in announcing details of the initial 
program. “lor years the companies 
—especially the mutual carriers— 
have endeavored to coordinate more 
closely the efforts of their production, 
engineering, and underwriting depart- 
ments, and have found that this has 
had the effect of making operations 
appreciably more efficient. But the ad- 
juster too often has been regarded as 
something of an outsider, and between 
losses he is given little opportunity 
to keep himself informed upon such 
matters as company policy and pro- 
cedure. 

“It has always seemed to me that 
a close and continuing contact between 
the individual adjuster and the com- 
panies he represents is even more nec- 
essary in the mutual field than it is 
elsewhere, because of the closer and 
more direct relationship which exists 
between the mutual policyholder and 
his company. In case of loss the mu- 
tual policyholder is inclined to feel, 
and rightly, that the adjuster is on 
the job to look after the policyholder’s 
interests as well as the company’s, in 
view of the fact that the policyholder 
is a member rather than a customer 
of the company. It is our hope that 
one of the accomplishments of the 
Loss Research Division will be the 
building up of a paramount force of 
independent adjusters who will share 
this conception of their duties.” 

It is expected that most of the ex- 
perienced independent adjusters 
whose names are now included in the 
directory of adjusters used by the Fed- 
eration of Mutual Fire Insurance 
Companies for several years will be 
retained under the new plan of oper- 
ation, and that the addition of a num- 
ber of others will be considered. 


July, 1940—7 


CASUALTY 
NEWS... 

















Fictitious Fleets Subject of 
Minnesota Opinion 


JOHN A. WEEKS, ASSISTANT ATTOR- . 
NEY GENERAL OF MINNESOTA, IN AN 
opinion recently handed down at the 
request of the State Insurance De- 
partment, holds that the practice of 
some insurance companies in writing 
liability coverage on the so-called 
“fictitious fleets” constitutes a viola- 
tion of the Minnesota anti-rebate law. 
The opinion reads in part: 


“You state that recently a number of 
insurance companies licensed to trans- 
act the business of automobile liability 
and property damage insurance in Min- 
nesota have been issuing policies to 
groups of individuals at rates less than 
those filed with your department under 
fleet plans of insurance. You also state 
that it appears some of the companies 
have made a practice of joining together 
groups of individually owned cars and 
insuring them in one policy and grant- 
ing thereby the same credits that would 
be available to fleets of automobiles un- 
der single ownership and control. You 
inquire whether the practice of writing 
so-called ‘fictitious fleets’ comes within 
the scope of the statute prohibiting re- 
bates and discrimination. * * * 

“The commissioner of insurance un- 
der date of Nov. 22, 1934, has ruled that 
cars must be under one ownership and 
management in order to be entitled to 
the benefit of fleet rates. This follows 
the commonly accepted definition of a 
‘fleet’ policy. The term ‘fleet’ recognizes 
unity or singleness of control. The mere 
grouping of a number of purchasers of 
insurance under one policy can afford no 
reasonable basis or justification for 
granting’ them a classification which 
would entitle them to a lower rate than 
the same type of purchaser who pro- 
cures his policy of insurance alone. The 
purpose of the statute is to prevent un- 
fair advantages being gained by certain 
owners which others of the same class 
may not obtain. Where the only basis 
for a rate is the expediency of making 
the sale the result is a discrimination 
which must ultimately be paid for by 
others not capable of demanding such 
a rate. 

“It has been held that where a policy 
of liability insurance providing fleet cov- 
erage issued in the name of a certain 
company with title to the automobile 
involved in another, there was no lia- 
bility under the policy. 

“It is my opinion that the granting of 
rates on policies covering fleets of cars, 
where the same are not under one own- 
ership and management, at a lower rate 
than available to other purchasers in the 
same class, constitutes a violation of Sec. 
3766 prohibiting any advantage or dis- 
tinction being granted with respect to 
the premium on any policy of insurance.” 


| 
| 
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Injury Experience in Major 
Industries Summarized 

A SERIES OF TWENTY-FOUR PAM- 
PHLETS, WHICH SHOULD PROVE ES- 
pecially useful to those interested in 
accident prevention, has just been 
published by the National Safety 
Council. The pamphlets give 1939 
injury rates of reporting companies 
in each of the following different in- 
dustries (or industry groups): au- 
tomobile industry; cement, mining 
and quarry industries; chemical in- 
dustry; clay products; construction 
industry; food industry; foundry 
industry ; glass industry ; machinery 
industry; marine industry; meat 
packing industry; metal products 
industry; miscellaneous industries ; 
non-ferrous metals industry; paper 
and pulp industry ; petroleum indus- 
try; public utilities industries ; refrig- 
eration industry; rubber industry ; 
steel industry; canning and _ leather 
industry ; textile industry ; transit in- 
dustry ; and wood-working and lum- 
ber industries. The above mentioned 
pamphlets may be secured from the 
National Safety Council at 20 cents 
per copy or $4.00 per set. 

Most of the National Safety Coun- 
cil’s summary pamphlets covering in- 
dustrial injury experience in various 
industries are based primarily on the 
records of members of the Council. In 
some cases, however, particularly 
where reports are received through 
other organizations, non-members are 
included. All information is com- 
piled in accordance with standard 
definitions. 

In addition to the individual pam- 
phlets for various industries, the 
Council’s general statistical report 
“Accident Facts — 1940 Edition” 
summarizes for all industries the 
most essential information contained 
in this series of pamphlets. ‘Accident 
Facts” also contains other available 
data about occupational, motor ve- 
hicle, public and home accidents, in- 
cluding a series of charts, city and 
state accident records, year to year 
changes, and a multitude of other de- 
tails which make it indispensable as 
a year round reference book of acci- 
dent information. 


Traffic Deaths Continue 


to Rise 


TRAFFIC DEATHS IN THE UNITED 
STATES DURING THE MONTH OF MAY 
totalled 2,510 or 5% more than the 
figure reported for the same month 
last year, according to statistics re- 
cently made public by the National 
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Safety Council. May marks the 
eighth successive month to show an 
increase over the corresponding month 
of the previous year. 

Motor vehicle deaths in the first 
five months of 1940 totalled 11,900 — 
6% above the same period last year. 

The Council reports that America is 
entering the dangerous peak vacation 
months with a traffic toll that already 
is running ahead of last year and that 
if the present trends and deaths in 
highway travel continue through the 
next two months, last year’s July- 
August death total of 5,580 will be in- 
creased by 300 to 350. This would 
mean that a decrease in deaths of 
almost ten per cent would be neces- 
sary in the last four months of the 
year to bring the 1940 toll down to the 
32,600 total for 1939. 

The May increase of 5% was more 
than twice as great as the 2% rise in 
April, but it was only half as large as 
the increases in February and March. 
April travel was 8% greater than a 
year ago. In the first four months of 
the year it was up 7%. The death 
rate based on mileage for the four 
months consequently was 1% below a 
year ago. 
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Michigan Ruling on ’’Stop 
4/4 
Loss’’ Insurance 

A RULING ISSUED BY ATTORNEY 
GENERAL THOMAS READ, DATED MAY 
14, 1940, is of interest to all com- 
panies writing workmen’s compensa- 
tion insurance in Michigan. An em- 
ployer who has qualified as a self- 
insurer may insure a part of his lia- 
bility on a “stop loss” basis, which 
gives him protection if his aggregate 
annual losses exceed a stated maxi- 
mum. The coverage so extended to 
the self-insurer is, in the opinion of 
the Attorney General, insurance and 
not reinsurance. The company writ- 
ing this business is therefore subject 
to the restrictions imposed upon such 
carriers by the Workmen’s Compen- 
sation Act and the Insurance Code. 
All stop loss or excess coverage must 
be placed with companies approved 
by the Insurance Commissioner, or 
the contract becomes void and the 
employer’s acceptance as a self-in- 
surer becomes subject to revocation. 

The opinion emphasized the fact 
that the provisions requiring com- 
pensation carriers to file their rates 
with the Insurance Commissioner 
were applicable to a company assum- 
ing a portion of the self-insurer’s lia- 
bility through a stop loss contract. 
This will bar the prior practice of 
placing many such risks with unau- 
thorized insurers. 





Await New York Decision 


on Compensation Proposals 


STILL A SUBJECT OF DISCUSSION IN 
INSURANCE CIRCLES, AND AMONG 
many of the employers who feel that 
they will be affected, is the eventual 
action: which will be taken by New 
York Superintendent of Insurance 
Louis H. Pink upon three proposals 
concerning changes in workmen's 
compensation insurance rating which 
were submitted to him some weeks 
ago by the National Bureau of Cas- 
ualty and Surety Underwriters. 


Briefly stated the proposals sought : 

1. A modification of the so-called 
“Retrospective Rating Plan” which 
would give to New York employers 
paying an annual premium of $5,000 
or more proportionately lower rates 
for workmen’s compensation insur- 
ance than would be available to em- 
ployers paying an annual premium of 


less than $5,000. 


2. An increase of 16.7% in that 
portion of the workmen’s compensa- 
tion insurance rates set aside for the 
payment of commissions to agents and 
brokers. 


3. <A graduated scale of rates for 
employers who pay an annual work- 
men’s compensation premium of 
$5,000 or more, but who do not choose 
to operate under the ‘Retrospective 
Rating Plan.” 

At the last public hearing on the 
proposals, held in New York on May 
10, the changes were supported by the 
stock casualty insurance companies, 
and by the organized agents and 
brokers. They were opposed by the 
mutual casualty insurance carriers, 
and by representatives of many busi- 
ness and trade groups, on the ground 
that their adoption would place the 
smaller business man at a competitive 
disadvantage. 


In announcing several weeks,.ago 
that he had approved, effegtive Jy l, 
a revision in New Yor workmen's 
compensation insurance rates that 
produces an average reduction of 
9.3%, Superintendent Pink made 
public a memorandum which dis- 
cussed the three proposals. In it he 
indicated that he would approve the 
proposal for an increase in the com- 
missions of agents and brokers, but 
that the proposals for modification of 
the “Retrospective Rating Plan” 
would have to be submitted in some- 
what altered form. The inference was 
that the breaking point of a $5,000 
premium is too high, and that $1,000 
would be a figure more likely to win 
approval. 


















NOTHER link in the long chain 
A of meetings, which have served 
to hold together and strength- 
en insurance regulation by states in 
America, was formed at Hartford, 
Connecticut, during the week of 
June 25, at the Seventy-first Annual 
Convention of the National Associa- 
tion of Insurance Commissioners. 
With officials from the Departments 
of over forty states in the Union and 
several from Canada and Puerto 
Rico, the meeting was comprehensive 
in scope and constructive in pro- 
gram. Following the custom of recent 
years, an opening meeting of the Ex- 
ecutive Committee was held in ad- 
vance of the opening of the Conven- 
tion proper, in order to dispose of 
routine business and set the pattern 
for the work of the remainder of the 
week, ; 
Commissioner John Sharp Wil- 
liams III, chairman of the Commit- 
tee, made a talk dealing with general 
references to the work of the Con- 
vention and briefly forecasting some 
of the more serious problems that the 
Commissioners will have to deal with 
in connection with the war and de- 
fense situations. 


A number of Commissioners made 
general comments, one of the most 
interesting of which was the state- 
ment of Commissioner Blackall of 
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Commissioners Convention at Hartford 


Connecticut, which included the an- 
nouncement that an index was being 
prepared which would make it easy 
to locate any item in the proceed- 
ings of the Convention from the be- 
ginning of the publication of these 
volumes. 

Commissioner Sullivan of Wash- 
ington reported on meetings that had 
been held by the Commissioners of 
the West Coast and adjacent regions 
and others spoke of zone meetings 
called in accordance with the sugges- 
tion made at Biloxi that regional 
conferences might be helpful as a 
means of developing subjects for the 
National Convention. Particularly re- 
ferred to were the activities of Presi- 
dent Neslen of Utah in promoting 
harmony by making personal visits to 
many sections of the country where 
difficulties were smoothed out. 


The Convention itself began on 
Tuesday morning, the 25th, and pro- 
ceeded with distinction under the able 
gaveling of President Neslen. More 
seriously listened to than in peace 
times was the invocation by the Rt. 
Rev. Frederick G. Budlong, D.D., 
Bishop of the Episcopal Church of 
Connecticut. The official welcome to 
the host state and host city was de- 
livered respectively by Hon. William 
M. Maltbie, Chief Justice of the Su- 
preme Court of Errors, and George 


C. Long, president of the Phoenix of 
Hartford, who spoke for the mayor. 
The genial tone of these addresses 
was responded to in kind by John 
Sharp Williams III, and the con- 
gratulations all around served to put 
everybody in good humor for the en- 
suing program. 

Richard M. Bissell, president of the 
Hartford Fire group, and dean of 
the city’s insurance fraternity, in- 
terspersed some delightful reminiscing 
with pointed suggestions for improve- 
ment in insurance company manage- 
ment and practices. Various new 
commissioners were introduced, in- 
cluding Seth B. Thompson of Ore- 
gon, who responded with a neat and 
graceful talk. Others who took a 
bow were Commissioner Frank J. 
Viehmann of Indiana, Commissioner 
George K. Burt of South Dakotz, 
and Hector B. Ball, Superintendent 
of the Puerto Rico Department. 

An innovation was the introduction 
of a number of members of the third 
house representing national organi- 
zations connected with insurance ac- 
tivities. 

Commissioner Knott took up with 
pleasant reminiscence the history of 
his department which he had served 
for a period longer than any other 
of the commissioners except Jess 


Read of Oklahoma. His first appoint- 
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ment was as state treasurer in 1903 
and he held this office until 1912 
when he resigned to become the state 
comptroller. In this office he was 
succeeded as insurance commissioner 
by J. C. Luning, who was the presi- 
dent of the Commissioners Associa- 
tion in 1924. On the death of Mr. 
Luning in 1928, Mr. Knott was again 
placed in the office by appointment. 
He traced the activities of the insur- 
ance section of his duties from the 
point where little attention was paid 
to insurance to the present day where 
the insurance premiums in Florida, 
including life, totaled over sixty mil- 
lion dollars. As a sidelight on life 
insurance he expressed the opinion 
that the business had departed from 
its primary purpose in that now ap- 
proximately $2 is paid to living pol- 
icyholders for every dollar checked 
out in death claims. In this respect 
he suggested that the investment fea- 
ture possibly was being over-empha- 
sized. It was his thought that loans 
made for the purpose of keeping poli- 
cies in force should be charged with 
a less rate of interest than withdraw- 
als of cash for other uses. 


Commissioner Knott spoke in warm 
terms of appreciation in referring to 
his coming successor, J. E. Larson, 
whose recent nomination for the of- 
fice on the Democratic ticket practi- 
cally assures his election in November. 

The Florida Commissioner’s fare- 
well talk was well received and after 
its delivery many of his fellow com- 
missioners and scores of friends 
among others present crowded to the 
platform to say good-bye and wish 
him luck. 
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OMMISSIONER JOHN. G. 

EMERY of Michigan kept the 
Convention interested by his able 
presentation of the technical subject 
of “Appraisal of Real Property”. ‘he 
Commissioner quite won his audience 
by his expert delivery and platform 
presence. Excerpts from his address 
will be found in another section of 
this issue. 

In order to clear the deck for a 
necessary long session of the Execu- 
tive Committee on Wednesday, the 
speeches for that day were advanced 
to the Tuesday afternoon session. Su- 
perintendent Louis H. Pink of New 
York discussed ‘““The Investment Sit- 
uation” with calm logic by pointed 
suggestions as to meeting the prob- 
lems that are to ensue from changing 
conditions and took occasion to reiter- 
ate his statement that the alien com- 
pany branches in this country are in 
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a relatively sound condition because 
of reserves that are under sufficient 
control by Department officials. Por- 
tions of his address will also be found 
elsewhere in this number of the 
Journal. 


Commissioner Frank N. Julian of 
Alabama spoke on “State Supervision 
of Fraternal Benefit Societies”, a 
subject which has been much to the 
fore during recent years and his com- 
ments concerning efforts to promote 
reasonable regulation looked forward 
to a final solution of difficulties in 
this important field. Subsequent pages 
will contain excerpts from his paper. 

Superintendent George G. Finlay- 
son, head of the Insurance Depart- 
ment of the Dominion of Canada, 
bespoke his appreciation of the pleas- 
ant relations his country had had with 
the United States, not only because 
of the natural sympathies of this 
country with the Allies, but the con- 
fidence also which he had in the good 
purposes of the various insurance 
companies. He emphasized again Mr. 
Pink’s attitude toward the alien com- 
panies by declaring that policyholders 
in such organizations could feel 
secure. 


The remainder of the Convention 
was devoted to the usual multiplicity 





C. CLARENCE NESLEN 
Retiring President 


of committee meetings, most of which 
met only for a few moments to re- 
port progress or ask that their work 
be considered ended because of as- 
signed studies having been previ- 
ously completed. 





However, the committee meetings 
which went into regular sessions de- 
veloped considerable heat and some 
light here and there. Resolutions 
adopted by several of these bodies 
will be found on another page. 


Superintendent Pink called for a 
consideration of revision of the stand- 
ard fire policy and some curious re- 
actions were observed in the hearing. 
Several insurance agents’ associa- 
tions complained that they had never 
heard of the proposed revision and 
pleaded for more time to consider a 
matter of such importance. The 
Chairman, with great good nature 
patiently explained that the matter 
had been announced and discussed 
in the press and by other means for 
the past three years and that it was 
a disappointment to learn that more 
delay was counseled. 


John Doyle, General Counsel of 
the National Board of Fire Under- 
writers, was more logical in express- 
ing his opposition and pointed out 
a number of clauses which reasonably 
might be regarded as open to argu- 
ment. He made a real impression on 
a very attentive audience. 

Appearing for the revision were 
Mr. Julian Lucas, Insurance Brok- 
ers’ Assn. of New York, Inc., and 
Chase M. Smith, General Counsel of 
the National Retailers Mutual Insur- 
ance Company. 

R. Foster Piper, the chairman of the 
Insurance Committee of the Assembly 
surance Committee of the Assembly 
of the New York Legislature, cour- 
teously but definitely informed those 
present that unless some agreement 
could be made by those in the insur- 
ance business, the legislature would 
feel compelled to go ahead on the 
basis of the information they had al- 
ready assembled, which it was inti- 
mated, closely approximated the revi- 
sion as sponsored by the Convention 
and the New York Department. All 
in all it may be said that consider- 
able emphasis was given to the hope 
that by next December a new policy 
acceptable to all interests and to the 
public would be arrived at. 


The Valuations Committee, under 
the chairmanship of Deputy Commis- 
sioner Gough, adopted a resolution 
not much different than that of last 
year, except one amendment stipu- 
lating that valuations are to include 
dividends accrued on preferred stocks 
and accrued and declared on all other 
stocks. In view of the unsettled con- 
ditions it was decided to announce 
that the committee would be held in 
readiness to meet in emergency ses- 
sion any time the chairman should 
call, 

















‘HE perennial attempt to pass a 
resolution favoring a model 
countersignature law, heavily loaded 
on the side of one type of insurance 
agents, blossomed in a committee 
meeting for a hectic and colorful half 
hour. However, the draft of the sug- 
gested new law was found to be so 
open to needed amendment that the 
whole matter was deferred until the 
December meeting. 


A similar development of con- 
troversial character occurred in the 
meeting called to consider the pos- 
sible conflict with state laws of the 
new agreement giving 25 per cent 
commission to the HOLC on policies 
issued by the Stock Company Associa- 
tion. While neither a resolution com- 
mending nor condemning the recently 
made agreement was passed, some 
very direct remarks were made indi- 
cating that the famous 25 per cent 
will be regarded as a rebate in a 
number of states and disallowed on 
that account. The discussion was 
finally ended by an agreement to 
study the matter further and report 
at the December meeting. 


The Examinations Committee con- 
sidered at some length a number of 
technical questions with much em- 
phasis on misallocation of premiums. 
Not all the questions were cleared 
up but the chairman, Jess G. Read, 
Commissioner of Oklahoma, an- 
nounced his hope that much light 
would be thrown on the true situa- 
tion by reading the report of the 
committee which had been printed 
and which contained ten suggestions 
designed to make the whole process 
of conducting examinations more 
simple and efficient. The ten sugges- 
tions follow: 


1. All convention examinations should 
be called thirty or more days in advance 
of commencement date, except where 
emergency demands immediate action. 


2. The domiciliary state in asking for 
a convention examination should furnish 
to the Chairman of the Examinations 
Committee copies of his call letter and 
lists in sufficient number to take care of 
the number of states invited. Two or 
three additional copies of the call letter 
and premium volume lists should be fur- 
nished, as the Chairman is often asked 
for the information by Commissioners 
who are not invited to participate in the 
examination. It takes but little extra 
work to make the additional copies. 

_3. The Chief Examiner of the domi- 
ciliary state should be in full charge of 
the examination; direct the procedure; 
outline the work to be done by each Ex- 
aminer; establish the number of hours to 
be worked each day, and to report the ills 
or short-comings of any Examiner to the 
offending Examiner’s Commissioner. 


4. Do not send copies of letters ad- 
dressed to the Chairman of the Exami- 
natians Committee to the State Insur- 
ance Departments which are wanted. 
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The Zone Managers may designate dif- 
ferent states and thereby create confu- 
sion. 


5. The Chairman of the Examinations 
Committee has no authority to designate 
states or zones. If a suggestion is to be 
made it should come from the Home 
State Commissioner, because he knows 
what states were on previous examina- 
tions, and volume of business in force in 
the several states. When the Zones are 
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JOHN S. WILLIAMS III 


Retains Chairmanship of Executive 
Committee 


designated the Zone Manager designates 
the State to represent his particular zone. 

6. The Association by-laws provide a 
way for calling convention examinations 
where the Home State Commissioner 
does not act. 

7. An Examiner should sign his re- 
port as representative of his State. There 
is no objection to his also adding the 
Zone which he represents. However, the 
Zone can easily be identified where the 
Examiner signs as representative of a 
State, but the State cannot be identified 
by merely signing as representative of a 
Zone. 

8. It is suggested that each Commis- 
sioner have his Chief Examiner check 
the list showing four years examinations, 
and if a mistake is discovered to write the 
Chairman about it. The Chairman will 
then correct the Convention’s permanent 
copy, and in future publications of this 
committee’s report or reports the correc- 
tions will be made. 

9. The Chief Examiner of domiciliary 
state department should see that the 
Chairman of the Examinations Commit- 
tee is furnished with a copy of each con- 
vention examination. This should be his 
personal responsibility. 


10. The Home State Department 
should furnish the Insurance Depart- 
ment of every State where the Company 
is licensed to do business with copy of 
the examination report, or else see that 
the company does. 
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The committee was continued for 
further work. 


Commissioner Waters of Texas 
brought up again his proposal for a 
National Bureau to gather automo- 
bile experience. While the idea was 
praised by some of the commissioners 
and members of the third house, it 
was not regarded as practicable for 
accomplishment at this time and no 
definite conclusion was reached. 


There was considerable discussion 
of the Virginia Countersignature 
Law and the consensus seemed to 
be that such a statute would do its 
sponsors very little good and in fact 
probably would result in much un- 
authorized business being written by 
mail. It was thought that when the 
undesirable features of the law were 
fully considered, there would be little 
attempt to enact similar laws in other 
states. 


The auto finance committee secured 
permission for continuance and was 
instructed to conduct an inquiry into 
the ownership of insurance companies 
by finance companies. 

Director Palmer, chairman of the 
committee to prepare a statement to 
the T. N. E. C., reported that the 
text of this document was ready and 
they would be placed in the hands of 
the membership of the Association 
for study and suggestion. The full 
committee beside Director Palmer 
included Commissioners Blackall, 
Boney, Caminetti, Julian, Lovejoy, 
Neslen, Pink, Taggart and Wood- 
ward. 


The subcommittee on real estate 
after reporting progress suggested 
that study be made of the following 
four proposed rules: 


Rule 1. In event of foreclosure of 
mortgage or deed in lieu thereof on real 
property, said real property shall be val- 
ued at an amount not in excess of the 
unpaid balance of the mortgage, plus 
unpaid taxes and interest assumed by the 
company for one year immediately pre- 
ceding foreclosure; this amount to con- 
stitute the book value of the real estate 
in the absence of an appraisal made with- 
in one year. Provided the appraisal is 
available, the appraised value may be sub- 
stituted for the book value, if the ap- 
praisal has been made by an independent 
qualified appraiser. 

Rule 2. If real estate es owned by the 
company for five years, a competent, in- 
dependent appraisal must be secured to 
determine the value of such real estate 
for future holding. Such appraised value 
shall supplant any previously determined 
value, provided the Commissioner is sat- 
isfied as to the competency of the ap- 
praiser. 


Rule 3. Real estate in possession of 
any insurance company shall be depre- 
ciated not less than 2% annually. Further 
justifiable depreciation shall be ordered 
by the Commissioner in the event of 
obsolescence. 
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Rule 4. Extensions beyond the five- 
year period shall be granted for not more 
than two years at any one time. Before 
extension for holding real estate is 
granted, the Commissioner shall make 
inquiries to determine the ways and 
means employed by the company to dis- 
pose of the real estate. Nothing herein 
contained shall limit the number of ex- 
tensions which a Commissioner may 
grant for the purpose of conserving the 
assets of any company. 

The report of Clarence W. Hobbs 
concerning the activities of the Na- 
tional Council on Compensation In- 
surance was submitted in printed 
form. The gist of the report which 
in its entirety was filled with a great 
deal of technical matter may be sum- 
marized by the following quotation 
from the first and second paragraph 
of the brief foreword: 

“The past year has been, so far as 
workmen’s compensation insurance was 
concerned, not very eventful. The Eu- 
ropean war has, up to date, not had a 
profound influence on the domestic 
economic conditions, though the devel- 
opments of that war now portend very 
possible and very soon repercussions 
in the near future. What is likely to 
happen here is, at the moment of writ- 
ing, as uncertain as anything human 
well can be, and it is as well to make 
no prediction, merely to note that what- 
ever happens to the economic situa- 
tion of the country is bound to have its 
repercussions on workmen’s compensa- 
tion insurance. 

“The record of the past year has 
seemed satisfactory enough. Despite 
continuous rate reductions, compensa- 
tion underwriting experience has been 
favorable.” 

ee @ @® 


POSITIVE evidence that the 
A near breach between the West- 
ern and Southern commissioners as 
against the East so noticeable a year 
ago had disappeared under the min- 
istrations of President Neslen was 
that the December meeting was voted 
to go back to New York as per the 
former custom. Commissioner Rum- 
mage had gathered considerable sup- 
port for taking the Association to 
Phoenix but when the argument was 
advanced that in war times the com- 
missioners should gather close to the 
center of insurance activities, he 
graciously went along with the idea, 
having in mind, of course, that next 
year the situation may be changed. 


Elected to the presidency was John 
C. Blackall of Connecticut, recog- 
nized as one of the ablest of commis- 
sioners and an expert in handling 
the executive end of association work. 
His remarks on accepting the office 
and Commissioner Neslen’s final 
statement were models of gracious 
courtesy as well as concise summaries 
of work done and to be done. 

The vice-presidency went to the 
veteran commissioner Charles Hobbs 
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of Kansas in recognition of the fine 
contribution he has continually made 
during his long service on various 
committees. And, of course, Com- 
missioner Jess G. Read of Oklahoma 
was given an enthusiastic vote to suc- 
ceed himself as secretary-treasurer. 

The executive committee retained 
its chairman of the past year, John S. 
Williams III, of Mississippi, and the 
other members elected were, Gough 
of New Jersey, Lovejoy of Maine, 
Harrington of Massachusetts, Mc- 
Cormack of Tennessee, Sullivan of 
Washington, Lucas of Missouri and 
Woodward of Texas. 

Commissioner Harrison of Arkan- 
sas had been chosen as the spokesman 
for the nominating committee and 
put the necessary motions with genial 
good will, a bit of fun being intro- 
duced into the convention by mention 
of the proxy presence of Commis- 
sioner Holmes of Montana, who was 
unable to attend. The celebrated 
Holmes shillalagh, as symbol of his 
office as honorary sergeant-at-arms, 
was passed over temporarily to Com- 
missioner MacDonald of Wyoming, 
who guarded the door with fine ef- 
ficiency. 

Dinners, various parties, a clam 
bake and a banquet served to keep 
the convention in a lively state of 
social anticipation which in every 
case was more than realized when the 
time for the actual event arrived. 
Beyond these formal events, the ladies 
were also royally entertained at 
bridge parties and other functions. 

Every type of insurance company 
had one or several representatives 
in attendance and, of course, Hart- 
ford being the stock insurance capital 
of the country, the city sent its high- 
power executives to the convention 
in great numbers. THe mutuals took 
a large part in the third house activ- 
ities in committee meeting and were 
present in considerable force at all 
sessions. The reciprocals and fratern- 
als were also well in evidence and 
prominent figures in the university 
world dropped in to observe the 
proceedings. All in all, this latest 
session of the National Association 
of Insurance Commissioners should 
be listed as one of the most success- 
ful meetings. 





Life Underwriters Convention 
To Honor Dr. S. $. Huebner 


A TESTIMONIAL DINNER TO DR. S. S. 
HUEBNER, PRESIDENT OF THE AMER- 
ican College of Life Underwriters and 
long prominent in the field of insur- 
ance education, will be held at the 
Bellevue-Stratford Hotel, Philadel- 





phia, on September 25, as one of the 
highlights of the annual convention of 
the National Association of Life Un- 
derwriters. 

Dr. Huebner will confer the C. L. U. 
designation at that time upon those 
who have qualified for it, and will de- 
liver the commencement address to 
those who have completed the course 
of the American College of Life Un- 
derwriters. 

Toastmaster at the dinner will be 
Julian S. Myrick, manager of the Mu- 
tual Life Insurance Company in New 
York, and chairman of the board of 
the American College of Life Under- 
writers. A gift to Dr. Huebner from 
the field forces of American life insur- 
ance will be presented jointly by 
Charles J. Zimmerman of Chicago, 
president of the National Association 
of Life Underwriters, and Earle \W. 
Bradley, Cleveland, president of the 
national chapter of Chartered Life 
Underwriters. 
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New Federal Indictments In 


““Missouri Compromise’’ 
promise 

THE RECENT INDICTMENT BY A FED- 
ERAL GRAND JURY AT KANSAS CITY 
of Thomas J. Pendergast, R. E. 
©’ Malley, and A. L. McCormack on 
charges of conspiracy to obstruct jus- 
tice, and of conspiracy to defraud the 
United States by interfering with the 
lawful functions of the judiciary de- 
partment, indicates that the fraudu- 
lent so-called ‘Missouri Compromise” 
of a number of fire insurance rate 
cases by stock insurance representa- 
tives is not likely to settle down to a 
mere legal controversy over the own- 
ership of impounded premiums now 
under the control of a three-judge 
Federal Court at Kansas City. 

Pendergast, former Missouri politi- 
cal figure, and O’ Malley, former Mis- 
souri Superintendent of Insurance, 
have already completed terms in Leav- 
enworth Penitentiary on income tax 
conviction growing out of the charge 
that they were paid a large sum of 
money by stock insurance representa- 
tives for arranging a rate compromise 
in 1935. McCormack, a St. Louis in- 
surance man who is alleged to have 
been the liaison between the stock 
companies and the Missouri politi- 
cians, had not previously been indicted 
for his connection with the affair. 

The Federal Court has not yet de- 
termined what disposition should be 
made of approximately $8,000,000 in 
impounded premiums which it forced 
the stock companies to return to its 
custody a year ago. Action in quo 
warranto, which seeks the ousting 
from Missouri of a number of stock 
carriers, is still pending before the 
Supreme Court of Missouri. 
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The competent firemen looks for causes of the blaze he extinguishes. 


Don’t Forget 
The Moral Hazard! 


By DR. RICHARD C. STEINMETZ 
CHIEF SPECIAL INVESTIGATOR 
MILL MUTUAL FIRE PREVENTION BUREAU 
CHICAGO, ILLINOIS 


ORAL. hazard is one of the 
outstanding contemporary 


problems in the field of in- 
surance. Experience, often very 
costly, has shown that no phase of 
the fire insurance business offers a 
greater challenge, nor is there a more 
complex problem constantly confront- 
ing the insurance company repre- 
sentatives. The economic aspects of 
the problem are vital and the social 
implications are too often ignored. 
This discussion of the subject will 
be limited to a consideration of some 
phases of the moral hazard as they 
exist in the fire insurance business 
today. 





The definitions of moral hazard are 
numerous. Some of them are more 
inclusive than others. According to 
Webster's New International Dic- 
tionary, moral hazard as applied to 
insurance is defined as, “The haz- 
ard arising from the uncertainty of 
the honesty of the insured”. Nelson 
states, “By moral hazard is meant 
the risk of having to pay claims 
which are fraudulently conceived in 
full or in part”.(’) Gephart says, 
“The phrase ‘moral hazard’ is used 
to embrace all those facts, known to 


(1) Nelson, Oscar S., Fire Loss Adjustment 
Problems in the United States, John Spencer, Inc., 
Chester, Pennsylvania, 1930, p. 127. 
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the insured, which at the time of tak- 
ing the policy and during its continu- 
ance result in a larger hazard than 
the insurer assumed for the premium 
paid for the policy. These personal 
factors cannot be reported, analyzed, 
or measured. The moral hazard ex- 
presses itself as carelessness in using 
the property or as criminal action in 
wilfully setting fire to the property, 
in misrepresenting known facts, in 
over-insuring the property with the 
intention of setting fire to it, or in 
securing a lower rate than that to 
which the property is entitled. The 
moral hazard exists whenever a ben- 
efit real or supposed results to the in- 
sured or a beneficiary from the oc- 
currence of a fire, or whenever any- 
one has no proper desire to protect 
the prcperty against fire. It thus in- 
cludes both dishonesty and careless- 
ness. [inancial embarrassments, due 
to hard times, inefficiency, sickness in 
the family of the insured, or many 
other conditions may often result in 
an increase in the moral hazard. 
There seems to be some correlation 
between the number of fires and 
periods of industrial depression, and 
so far as this is true, it is largely a 
result of the moral hazard. Disputes 
as to ownership of property often in- 
crease the moral hazard. Difficulties 
with employees or quarrels with 
other persons may also affect the 
moral hazard. Likewise the use of 
property in a manner objectionable 
to others may increase the moral haz- 
ard. However the moral hazard may 
arise, it cannot be measured. Its ex- 
istence is not usually known before 
the fire occurs. In some cases the 
agent discovers what he considers an 
increase in the moral hazard and or- 
ders the policy to be cancelled; or 
investigation may show that a person 
seeking insurance has in the past had 
suspicious fires, and a policy is not 
granted.” (7) 

Professor Magee states, “Physical 
hazards are objective and capable 
of measurement within well-estab- 
lished limits. Moral hazards, how- 
ever, which are concerned with the 
character, integrity, and habits of life 
of the individual are psychological 
and less easily measured”. He also 
states that “The study of moral haz- 
ard is the study of human nature”, 
and “a study of moral hazards re- 
solves itself into a study of the atti- 
tudes of individuals”. (*) 

Prentiss B. Reed says, “Moral haz- 


(2) Gephart, W. F., Principles of Insurance, 
Vol. II. Fire, the Macmillan Company, New York, 
1922, pp. 97-98. 

(3) Magee, John Henry, An Approach To Thc 
Study of Moral Hazard, Insurance Institute of 
America, New York, 1933, p. 10. 
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ard is often thought of as being the 
danger of the owner destroying prop- 
erty for the purpose of collecting in- 
surance. But moral hazard has a 
much more comprehensive meaning. 
In its true sense it denotes the dan- 
ger of destruction by the intentional 
act of any sane person. The motives 
prompting the act may be the greed 
of an owner who wishes to turn un- 
salable property into cash or base an 
inflated claim on an_ insignificant 
amount of property actually de- 
stroyed, revenge for real or fancied 
wrongs done by the property owner, 
antipathy to certain persons as neigh- 
bors or to certain structures or in- 
dustries in the neighborhood, or de- 
sire to conceal some other crime, 
such as theft or murder. So, while 
the greatest monetary loss due to 
moral hazard is undoubtedly the re- 
sult of fires started by criminal prop- 
erty owners seeking to realize on 
their policies, there is always a heavy 
toll taken from the companies, and 
through them from the public, be- 
cause of other moral hazard fires.” (*) 


O. M. Spaid, formerly of the Grain 
Dealers National Mutual Fire In- 
surance Company, stated, ‘““Whereas 
physical hazard may be defined as 
that attribute of property which man- 
ifests itself in the obliteration of 
value, so too moral hazard may be 
defined as that attribute of property 
owners which manifests itself in the 
obliteration of value. Too many un- 
derwriters feel that moral hazard is 
limited to personal or business ethics 
or the existence of a malicious atti- 
tude. But the exercise of poor busi- 
ness judgment, ignorance of sound 
business principles, carelessness in 
the administration of business, or a 
speculative business policy may prop- 
erly be considered as attributes of the 
property owner which may manifest 
themselves through destruction or 
loss of that property. Therefore, to 
account for an increase in loss ex- 
perience within a relatively short pe- 
riod, the natural conclusion is that 
the moral hazard has changed radi- 
cally.” (5) 

e* @ @ 


T has been stated by Doctor F. E. 

Wolfe that, “The first principle 
of fire underwriting is that fire insur- 
ance is not property insurance, that 
the contract insures people, not prop- 
erty. It is a personal contract be- 
tween the company issuing it and the 





(4) Reed, Prentiss B., “The Moral Hazard of 
Custodians ’, The Hooper-Holmes Bureau, Inc. 
New York, “Ounce of Prevention”, April, 1924. 

(5) Spaid, O. M., Underwriting Moral Hazard 


— The Balance Sheet, Mutual Forum Publishing 
Co., Inc., Indianapolis, Indiana. 
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person who owns the property or has 
an insurable interest therein. The 
insurance does not cover a building 
or stock of goods irrespective of who 
owns it. When in process of negotia- 
tion the contract for fire insurance 
protection must be considered en- 
tirely apart from the property, be- 
cause moral hazard enters into every 
insured situation in varying degree. 
The insurance companies regard this 
hazard of the human equation suffi- 
ciently serious to render totally dif- 
ferent as risks for underwriting two 
buildings otherwise alike in all ways 
except ownership, and owned respec- 
tively by an honest man, and by a 
person known to have had a profit- 
able fire.” (®) 

Richardson, in his discussion of the 
moral hazard in the field of life and 
casualty insurance, states, ““The most 
fascinating part of the underwriter’s 
work, and the very bread-and-butter 
of inspectors, is the eternal search for 
the ‘X’ factor, the unknown quan- 
tity, which is variously referred to as 
‘moral hazard’, ‘selection against the 
company’, and ‘speculation in buy- 
ing’. Nine cases may be entirely or- 
dinary and regular; the tenth, al- 
ways unexpected, is the ‘X’ case.”’(7) 

Valachos in his booklet titled 
“Moral Hazard” points out that 
moral hazard is still a very serious 
problem in fire insurance underwrit- 
ing, and practical experience indi- 
cates that it will always remain so. 
He also states, “When we come to 
the Special Hazards there remains 
much to be learned. For example, 
the manufacture of synthetic indigo 
or the splitting of mineral oils in- 
volves such complex hazards, that an 
extensive technical knowledge is re- 
quired for their proper appreciation, 
and the much overworked under- 
writer will always remain satisfied to 
take the inspector’s word for it.” He 
also states, “One is forced to the con- 
clusion that, in this ceaseless striv- 
ing for technical perfection of fire 
risks, we have persistently under esti- 
mated the most important factor: the 
human equation.” (®) 

Several years ago Mr. P. C. Up- 
shaw, Executive Assistant, Retail 
Credit Company, in an address be- 
fore the Insurance Library Associa- 
tion of Atlanta, made the following 
statement with regard to the moral 
hazard and fire insurance, “In fire in- 





(68) Wolfe, F. E., Principles of Property Insur- 
ance, Thomas Y. Crowell Company, New York, 
1930, pp. 52-53. 

(7) Richardson, B. A., Questionable Life and 
Accident Claims, Foote & Davies Co., Atlanta, 
Georgia, 1937, p. 6. 

(8) Viachos, William, Moral Hazard, Vlachos & 
oe, ee, Pennsylvania, Sec. Ed., 1929, 
pp. 5-6. 





surance, you are not only dealing with 
the direct and obvious moral hazard 
which is affected by the moral char- 
acter of the assured, but you also 
have to consider the other phase, — 
the passive and indirect moral hazard 
which is more difficult to detect yet, 
nevertheless, often exists — these and 
the other undesirable phases that de- 
velop under conditions of pressure of 
adversity. Only those of good moral 
qualities can withstand adversity and 
the opportunity to profit at a loss to 
others.” (®) 

When someone can benefit or 
“profit” by the destruction of prop- 
erty by fire, a moral hazard exists 
which must be definitely and care- 
fully considered by the insurer. That 
benefit or “profit” may be real or 
fancied. Consequently, the motives 
for incendiary fires will vary to the 
same extent to which human reac- 
tions and motives differ. 

Moral hazard may be referred to 
as the unknown factor in the fire in- 
surance business. Nevertheless those 
who are satisfied to accept it as such 
— and apparently there are many — 
have been overlooking one of the 
most fascinating and important chal- 
lenges in the field of insurance. 


It would seem as if less objective 
study and discussion on the part of 
members of the insurance fraternity 
has been given the moral problem 
than any other aspect of their busi- 
ness. Naturally, the conscientious 
agent or broker, the alert inspector 
or engineer, the trained underwriter, 
the experienced loss department man- 
ager, and the competent adjuster 
have this problem constantly in mind 
when dealing with an applicant for 
fire insurance coverage, an assured, 
or a claimant, and these company rep- 
resentatives profit by their past ex- 
periences when this aspect of the 
problem confronts them. However, 
little has been done — other than 
the establishing of Reporting Bu- 
reaus and the organization of loss in- 
vestigation facilities — to analyze the 
experience of the insurance com- 
panies as a group as far as the moral 
hazard is concerned. In fact very 
often there seems to be a lack of 
thorough coordination on the part of 
the various departments of the indi- 
vidual insurance companies in deal- 
ing with this problem in a construc- 
tive manner. 

In all probability keen competition 
between fire insurance companies will 
account to some extent for the failure 
to study various aspects of the moral 


(9) Upshaw, P. C., “Underwriting Character”. 
Address before Insurance Library Association of 
Atlanta, December 19, 1933. 
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hazard problem objectively and as 
a group although the lack of accumu- 
lated knowledge relating to the sub- 
ject is not only unfortunate but costly 
as well, to the companies and the pol- 
icyholders. 
eo @ ® 

AILURE to discuss and study 

the moral hazard in its varied 
complicated and divergent forms and 
how it shall be dealt with by the 
“Specialists” of the different depart- 
ments of the individual insurance 
company, and the failure to exchange 
experiences between departments, in- 
credible as this seems, has sometimes 
been explained by the mere comment 
“that there is not enough time avail- 
able for everything”. 

Because of the very nature of the 
moral hazard problem, the failure or 
success with which it is handled by 
the insurance companies cannot ordi- 
narily be determined until the fire 
has occurred or a claim presented 
for payment. If it is found that the 
fire was caused by the glowing em- 
bers of a moral hazard the loss de- 
partment manager may point out 
without much hesitancy wherein some 
company representative erred. It is 
not only comparatively safe but there 
is a decided temptation for him to 
exclaim, “I thought that is what 
would happen”. At this point “Hind- 
sight” furnishes valuable but rather 
expensive information. 

Too often the facts concerning a 
fraudulent claim or an incendiary fire 
where the moral hazard was a causa- 
tive or contributing factor become the 
basis for a “thriller” in some detec- 
tive story magazine, or the raw ma- 
terial for an entertaining after-dinner 
speaker, or furnish good material for 
inclusion in the annual report of an 
arson investigator. Such subject mat- 
ter is invariably most interesting but 
generally the facts for which the fire 
insurance company and its policy- 
holders paid so dearly — either in 
payment of the loss or litigation of 
the claim — have been read or heard 
by persons only passively interested 
in the moral hazard as such. Conse- 
quently, the lessons which could have 
been learned therefrom are over- 
looked or quickly forgotten. 

The success of a well conducted 
insurance company is directly de- 
pendent upon the extent to which it 
utilizes information obtained concern- 
ing relevant facts which are of value 
in conducting that business. Moral 
hazards are readily included in the 
“Must Know About” items when the 
underwriter or any other company 
representative decides whether the 
application for coverage shall be ac- 
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cepted or the risk retained on the 
books of the company. 

On the other hand in the reams 
which have been written about va- 
rious aspects of insurance, compara- 
tively little has been mentioned about 
the moral hazard and what is to be 
done about it. Even the standard 
text-books on fire and property in- 
surance treat the subject of moral 
hazard in a rather brief and some- 
times casual manner. Suggested pro- 
grams for research generally fail to 
include the subject. Various reports 
on arson and incendiarism — fires 
usually the result of the overlooked 
moral hazard — are generally con- 
fined to a tabulation of “arrests”, 
“convictions”, “acquittals”, and “cases 
pending”, together with a few glow- 
ing examples of the work done by 
the investigators, and these were per- 
haps included in an attempt to justify 
the operating expense of the inves- 
tigation agency. 

Determining the acceptability of 
risks necessitates considering an eval- 
uation of the prospective policyholder 
together with a valuation of the prop- 
erty he wishes to insure. Failure on 
the part of the fire insurance com- 
pany representative to pay proper 
attention to either or both of these 
procedures defeats in its entirety the 
principles of fire insurance inspecting 
and underwriting. 





DR. RICHARD C, STEINMETZ 


Chief Special Investigator 
Mill Mutual Fire Prevention Bureau 


The evaluation of prospective pol- 
icyholders and maintaining a constant 
check on them necessitates an under- 
standing of human behavior. The 
ability to determine the valuation of 
the property requires a comprehen- 
sive knowledge of appraising and 
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some knowledge of fire protection 
engineering. 

Losses sustained by the fire insur- 
ance companies and their policyhold- 
ers, in which the moral hazard is a 
causative factor, indicate the need 
for taking every possible means to 
deny certain undesirables the pro- 
tection provided by the fire insurance 
contract. Concerning this aspect of 
the subject, one authority has stated, 
“Tf losses can be reduced to those 
resulting from fires of purely acci- 
dental origin, fire insurance can be 
limited to the performance of its 
true function. It was never intended 
that insurance should give protec- 
tion against gross carelessness or 
fraud.” (1°) 


It is, of course, impossible to state 
the amount of incendiarism and loss 
of life and property which occurs 
each year in the United States. Va- 
rious authorities have estimated at 
particular times that from ten per 
cent to even as much as fifty per 
cent of the fire losses have been due 
to incendiarism. One manager of a 
large adjusting company has esti- 
mated that thirty-five to forty per 
cent of every dollar paid by fire in- 
surance companies is on moral haz- 
ards and fraudulent claims.('!) An- 
other writer estimated that in 1933 
the cost of arson, one of the great 
rackets of the day, was about $200.00 
a minute.(!*) It was recently esti- 
mated that about $100,000,000 annu- 
ally is the damage done by the arson- 
ist, although it is claimed that as an 
organized racket, practiced by gangs, 
arson is on the decline. (1%) 
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CCORDING to information re- 

leased by the Department of 
Fire Record of the National Fire 
Protection Association the average 
cost of fires due to incendiarism is 
$950.00, whereas the average cost of 
fires due to some of the other com- 
mon causes are: Smoking and 
matches, $186; Heating, etc., $260; 
Flammable Liquids, $286; Unknown, 
$333; Electrical, $472; Sparks from 
Machinery, Friction, $585.(#*) 

The Federal Bureau of Investiga- 
tion of the United States Depart- 
ment of Justice reported(5) that in 
1939, according to the fingerprint 





(10) Nelson, Oscar S., op. cit., p. 13. 

(11) The Weekly Underwriter, New York, Jan- 
uary 29, 1927, p. 249. 

(12) Kearney, P. W., “$200 A Minute for Ar 
son”, New York, Herald-Tribune, April 23, 1933. 

(18) Kent, George, “‘The Trail of The Torch”, 
Colliers, New York, March 9, 1940, pp. 42, 44, 46. 

(14) “Hazards”, The Mutual Forum, Mutual 
Form Publishing Company, Inc., Indianapolis, 
Indiana, Vol. 7, No. 1, January, 1939, p. 4. 

(45) Uniform Crime Reports for the United 
States and Its Possessions, Federal Bureau of In- 
vestigation, United States Department of Justice, 
Washington, D. C., Vol. X, No. 4, Fourth Quar- 
terly Bulletin, 1939. 
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records received at that bureau, there 
were 957 persons — 881 males and 
76 females — arrested for the crime 
of arson. Of that number over twen- 
ty-nine per cent had previous finger- 
print records. This number does not 
include all of the individuals sent to 
state hospitals or cases where the 
offenders were juvenile delinquents. 
Arrests for arson reported to that of- 
fice in 1936 numbered 821, in 1937 
the number increased to 839, and in 
1938 there were 941 arrests reported 
to the F.B.1. 

The insurance company representa- 
tives, agents, inspectors, underwrit- 
ers, adjusters, or any others, are al- 
ways interested to know what should 
be done by them in their efforts to 
reduce the occurrence of losses where 
the moral hazard has been a contribu- 
tory cause. 

It is suggested that to attempt to 
successfully cope with the moral haz- 
ard problem, one must become well 
versed in the subject. The possible 
ramifications are numerous. New sit- 
uations, and new conditions involving 
these problems continue to arise, and 
demand proper attention if risks are 
to be insured on the basis of their 
desirability. Familiarity with both 
the theoretical and applied aspects of 
the problem is essential. 

When an insurance contract is en- 
tered into, the insurance company 
representatives and the assured 
should make every possible effort to 
ascertain and establish the facts with 
regard to the conditions of the con- 
tract that concern the perils insured 
against. This includes the physical 
hazard conditions as well as the moral 
hazard conditions, together with other 
miscellaneous conditions. Also, the 
risk inspections by the insurance 
companies which are conducted at 
periodic intervals thereafter, should 
include among other things, an in- 
spection of the hazards just men- 
tioned. 

Under the terms of the “new” 
New York standard policy or its sub- 
stantial equivalent, in use today in 
approximately fifteen states, writing 
roughly forty per cent of the na- 
tional premium, there are, for ex- 
ample, five voiding conditions and 
one suspensory condition which deal 
with the moral hazard. The five void- 
ing conditions deal with uncondi- 
tional and sole ownership, ownership 
of ground in fee simple, commence- 
ment of foreclosure proceedings, 
change of ownership, and assignment 
of the policy before a loss. The sus- 
pensory condition refers to a chattel 
mortgage. 


One must not infer that all of the 
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moral hazards which may become 
contributory factors in the large fire 
loss occurring annually have been 
mentioned in the fire insurance con- 
tract. 

Both the “old” and the “new” 
New York policy forms, under which 
are written about eighty per cent of 
the total premium received, permit a 
mortgage upon insured real property, 
without endorsement or consent of 
the underwriter. In cases where the 
amount of the mortgage is greater 
than the value of the mortgaged 
property, there is unquestionably a 
decided moral hazard because the in- 
sured’s interest may be worth noth- 
ing. A competent inspector will make 
careful inquiry to ascertain whether 
such a condition exists in connection 
with the property he is inspecting. 
If he finds such to be the case, he 
may recommend immediate cancella- 
tion, but in any event he should 
promptly place his findings before 
the underwriter. 

In a study titled “Fires and Insur- 
ance on Mortgaged Farms” by A. W. 
Peterson,("®) the frequency of large 
fires was analyzed as related to the 
amount of mortgage. The study in- 
cluded 2,867 mortgaged New York 
farm properties where fires occurred 
during the period from 1925 through 
1936. 

Concerning fire losses and the 
amount of the mortgage Mr. Peterson 
stated, “Farms in each land class 
with relatively large mortgages tend 
to have more frequent fires. In land 
classes I and II (Insurance per farm 
under $1,500, $1,500 and over) 
farms with mortgages of $1,000 or 
less had one large fire for each 52 
farm years recorded. The farms with 
mortgages of $1,100 to $3,000 had 
fewer large fires than the group with 
the smaller mortgagés. Fires were 
most frequent where the amount of 
loan was over $3,000 per farm. In 
land class III (under $4,500, $4,500 
and over) the farms with the higher 
mortgages had consistently more fre- 
quent fires. Large fires were twice 
as frequent on farms with mortgages 
over $5,000 as they were on farms 
with mortgages of $4,000 or less. The 
same tendency appears in the data 
for land classes IV, V and VI (un- 
der $8,500, $8,500 and over). 

“The farms with the largest mort- 
gages within a land class also tend to 
have the highest fire losses per $1,000 
insurance. The ‘burning ratio’ of the 
group of farms with the largest mort- 
gages in each land class was from two 


to two and one-half times the ratio of 
the group with the smallest mortgages. 


(16) Department of Agricultural Economics and 
Farm Management, New York State College of 
Agriculture, Ithaca, New York, September, 1938, 
pp. 7-8. 





An excessive mortgage on a farm often 
causes economic hardships. Under these 
circumstances farmers are less likely to 
keep their buildings in repair and to 
eliminate fire hazards than when under 
less economic strain. The mortgagee 
usually requires that insurance be car- 
ried equal to the amount of the mort- 
gage. In most cases, the average insur- 
ance per farm exceeded the maximum 
mortgage for each group of farms. Un- 
der these circumstances, if the debt can- 
not be met otherwise, there is a tempta- 
tion to let the insurance company pay 
the mortgage as the result of a fire.” 
lire insurance company represen- 
tatives should acquire a working 
knowledge of the principles and prac- 
tices of accounting. It is imperative 
that the financial statement of the 
assured or applicant be carefully an- 
alyzed especially if the risk is a 
commercial establishment. The, bal- 
ance sheet data, as well as the in- 
formation with regard to accounts 
receivable, liabilities, working capi- 
tal, assets, reserves, and profits may 
be the deciding factors in determin- 
ing whether the risk is desirable. This 
is true even though there are few 
undesirable physical hazards to be 
considered in connection therewith. 


Insurable interests must be deter- 
mined. New partnerships have been 
known to mask sinister schemes. The 
outcome of such schemes often is 
arson and an attempt to defraud the 
fire insurance company carrying the 
risk, 

When considering the financial set- 
up of an assured or applicant for in- 
surance the agent, inspector and un- 
derwriter must attempt to decide 
whether the property to be insured 
is a “White Elephant”, or whether 
it may soon be classed as such. Sum- 
mer hotels, school houses, and cloth- 
ing factories are found in this classi- 
fication at times. Losses of this na- 
ture have frequently made it clear 
that the approach to the problem of 
the moral hazard is one of risk selec- 
tion if such losses are to be elim- 
inated. 


Whenever an applicant for a fire 
insurance policy submits a financial 
and operating statement for the pur- 
pose of obtaining fire insurance cov- 
erage, he should be requested to men- 
tion that fact on the statement pre- 
sented. This statement may be very 
useful if the policy contains the fraud 
and misrepresentation clause, which 
declares that the entire policy shall 
be void in case of any concealment, 
misrepresentation, fraud or false 
swearing in connection with the in- 
surance, whether before or after a 
loss, and if it is found that the fire 
was wilfully set for the purpose of 
defrauding the insurer. 

(Continued next month) 
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Investments and Democracy 


An Address 
By LOUIS H. PINK 
SUPERINTENDENT OF INSURANCE 
STATE OF NEW YORK 
Delivered before the 71st Annual Meeting of 
the National Assn. of Insurance Commissioners, 
Hartford, Connecticut, June 25-27, 1940. 


H© can speak with certainty 
of anything just now, particu- 
larly of investments and in- 
vestment policies. We live in a 
topsy-turvy world, a world which a 
few years, yes, even a few months 
ago, would have been considered im- 
possible. The shock of sudden change, 
of unbelievable happenings, of the 
apparent success of a_ philosophy 
which is contrary to the fundamental 
beliefs of all Americans, naturally up- 
sets the mind, and makes us unduly 
subject to fear, propaganda and 
hasty and ill-considered judgments. 
We do not sufficiently realize that 
when the storm and the hurricane 
have passed over, the wreckage is 
soon repaired, the sun shines again 
and the world is much the same as it 
was before. Fundamental things do 
not change overnight. Might often 
conquers right but never for long. 
The sword is mighty in the long run 
only when driven for useful purposes 
and the advancement and dignity of 
man. 


Let us not be entirely discouraged 
because this day and hour we live in 
a new and terrible world and the im- 
mediate future is unpredictable. Nor 
am I as discouraged as perhaps I 
should be with my subject of invest- 
ments though no prudent man dare 
forecast what will happen’ two 
months, six months or a year from 
now. If we look at the problem over 
a period of time, and if we assume, 
as we must, that the larger part of 
the civilized world will eventually be 
governed by free enterprise and the 
people’s will, some trends and prob- 
lems may perhaps be profitably dis- 
cussed, 

Our insurance companies have 
come through a most severe depres- 
sion honorably and they now face at 
least indirect participation in a world 
war infinitely more destructive of 
property and human life than any 
the world has ever known. The most 
difficult problem of all inherited from 
the depression has been the drying up 
of new enterprise and the inability 
to find a sufficiency of sound invest- 
ments for the moneys which the pub- 
lic has entrusted to us. 


Now that the war has brought new 


problems and perplexities, what we 
considered our greatest difficulty be- 
comes a major asset. Faced with an 
unpredictable market for securities 
and with the possibility of wide fluc- 
tuations, the enforced and involun- 
tary liquidity of our companies be- 
comes a source of strength. We have 
an over-supply of cash. Govern- 
ments, federal, state and local, now 
comprise more than one-quarter of 
our assets. Insurance faces the world 
of tomorrow, whatever it may be, not 
only with a record for safety and 
public service through the difficult 
years, but with unusual cash re- 
sources, sufficient to meet any reason- 
able stress and strain. 

The scarcity of prime investments 
and the low yield have in recent years 
revived discussion of the possibility 
of a larger investment in common 
stocks. It has been suggested that 
the fire and casualty companies in- 
crease the percentage in their port- 
folios and that the laws prohibiting 
investment in common stocks by the 
life comanies doing business in New 
York State be liberalized. Many 
studies have been published showing 
that over a period of years companies 
which have a sizeable proportion of 
common stocks secure a more liberal 
return than companies which are 
more conservative and invest largely 
in bonds and high-grade- preferred 
stocks. These comparisons are no 
doubt correct and much can be said 
in favor of the proposition. But we 
in New York still believe that insur- 
ance company investments should be 
conservative and that the rate of in- 
terest is not the first consideration. 
We find that however desirable it 
may be to increase the income, the 
companies which are worried when 
the market takes a big tumble are 
those having a large part of their 
investments in common stocks, par- 
ticularly if they are of the more spec- 
ulative variety. 

While we are agreeable to a bal- 
anced program in the fire and casu- 
alty field we believe that the funds 
which belong to the policyholders, 
such as reserves, should be placed 
only in the safest forms of investment. 
In the enactment of the new code we 


July, 1940—17 


made an attempt to strengthen the 
law and require reserves to be placed 
in securities similar to those which 
are legal for life companies. As a 
compromise the limitation was fixed 
at fifty per cent of the reserves. 

Life companies should not invest 
in common stocks. The fine record 
of solvency enjoyed by life companies 
permitted to do business in our state 
and the general satisfaction with 
the Armstrong laws lead us to be- 
lieve that any tinkering along this 
line would be unwise. In the life field 
particularly we bear a tremendous 
responsibility as trustees of a sacred 
trust. We must insist upon solvency 
above all things even if it means 
lower dividends or higher premiums. 

In addition, the philosophy of such 
a change might prove a danger to the 
life companies. Because we hold in 
our care almost thirty billion dollars 
invested in the obligations and_re- 
sources of the nation we are the sub- 
ject not only of scrutiny but of envy. 
There is a huge latent power of con- 
trol in all this money. Unfortunately 
this power was used by some of those 
who managed our life companies prior 
to the Armstrong Investigation. Fi- 
nances were juggled and banks and 
corporations of all kinds were con- 
trolled by officers and directors with 
company funds. This the Armstrong 
laws were designed to prevent. Our 
companies should stick to the insur- 
ance business. They do not want to 
control other lines of business and 
industry ; they seek only a sound in- 
vestment in government and business 
controlled by others. Large invest- 
ments in common stocks which carry 
control of management would make 
our life companies vulnerable. Some 
things are more to be feared than too 
much liquidity in the years of lean 
investments, 


WwW: always have headaches in the 
investment field but fortunately 
they are different. No one kind of 
headache becomes chronic. Our utili- 
ties which gave so much trouble and 
concern only a few years ago are 
now considered a good investment 
both from the standpoint of safety 
and yield. The threat of government 
displacement while not dispelled has 
been mitigated. The utilities realize 
that they must compete in service and 
in price if they are to remain in pri- 
vate hands, and the public has come 
to know that there are other factors 
to be considered in changing to gov- 
ernment ownership besides an appar- 
ent lowering of cost to the consumer. 
While the trend towards government 
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ownership in the utility field will 
probably continue, the future prom- 
ises not only better understanding but 
an extension of partnership between 
public and private utilities. 

The railroad securities seem most 
hopeless today. Who could have fore- 
seen that these bands of steel linking 
towns, cities, farms and all parts of 
the nation once so feverishly extended 
to meet the growing needs of travel 
and commerce would cease to pay a 
fair return even on their primary 
securities. It has been charged that 
there are many securities which are 
carried at amortized values which are 
actually selling at 30, 40 and 50. This 
is at least partially offset by the fact 
that the amortized value of other se- 
curities exceeds the market and that 
the amortized value of the securities 
taken as a whole is higher than the 
market. Nevertheless it does not look 
well to carry investments at twice 
what they sell for and we have made 
a recent ruling that those securities 
which have not reached 50 within a 
six-month period, in the absence of 
satisfactory proof of sound value, 
must be carried at market. 


In checking over these low-priced 
bonds we find that practically all of 
them are railroad issues. There 
would be no such problem but for 
these. If there is need for govern- 
ment help in the insurance business 
it is in the reorganization of the rail- 
roads. The oppressive blanket of 
debt must be lightened, modernization 
must be effected and there must be 
closer cooperation in the handling of 
goods and passengers by competing 
roads. Useless trackage which paral- 
lels but does not serve a useful pur- 
pose should be eliminated. The au- 
tomobile and the airplane have done 
most to wreck railroad finances. But 
by proper modernization of roads and 
equipment and closer coordination 
between railroads, airlines and buses, 
service and values may be restored. 


The problem of the farm mortgage 
has been through its worst stages. 
What with the loss of the foreign 
market, the inability of the farmer to 
survive on the sub-standard farm, the 
trend towards large scale operations, 
the floods, the dust storms, and ar- 
bitrary laws in some states which 
made it difficult to protect the in- 
vestments of the policyholder, it is 
no wonder that the officers of com- 
panies holding large blocks of farm 
mortgages wring their hands saying, 
“T wish I had never heard of a farm 
mortgage. I'll never buy another 
one.” Well, even the farm mort- 
gages are beginning to come back. 
While there is no net return our com- 
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panies have learned how to manage 
farms and make them productive. 
They have had to. At the peak life 
companies held $2,000,000,000 in 
farm mortgages, some twenty-three 
per cent of all such investments. The 
Metropolitan is the largest owner of 
farm properties in the world, unless 
it be the Russian Government. 

We have found that if these farms 
are to be sold at all and the pur- 
chaser is to have the ability to keep 
his purchase, the farm must be put 
in such condition that it will pro- 
duce. The prospective buyer must be 
taught how to operate it. This they 
are endeavoring to do and as a result 
sales are being made and many of 
them are actually sticking. Our life 
companies have become a great social 
and educational force in the farm 
areas. Investment in new farm mort- 
gages has fallen off very greatly but 
some people are beginning to wonder 
whether, if we have to feed the world, 
carefully selected farm mortgages, 
properly serviced and handled, may 
not prove to be a pretty good invest- 
ment after all. 


EAL estate mortgages have al- 

ways been considered one of the 
best investments. The depression for 
a time discouraged their purchase 
and a fourfold increase in real estate 
holdings due to foreclosures created 
a new and difficult problem for many 
of our life companies. For eight years 
the backlog of real property has been 
accumulating, in some cases produc- 
ing a frozen condition of serious mag- 
nitude. But at least the peak has been 
reached. Sales now equal, if they do 
not exceed, the accumulation. Many 
of our companies did not want to take 
a loss and were holding for better 
times. This was unwise and a more 
realistic approach is now made. 
Losses are taken on undesirable prop- 
erties and while valuable and _ pro- 
ductive parcels are not sacrificed the 
companies realize that they must be 
disposed of if fair offers are received. 
Facing new and unknown complica- 
tions resulting from this war, it is 
important that, in so far as possible, 
the wreckage of the depression be 
cleared away and that the decks be 
cleared for whatever may be in store 
in the years to come. 

Real estate mortgages have always 
paid a higher return than high-grade 
bonds. They do so today. Mortgages 
were not a popular investment during 
the depression and there was a nota- 
ble falling off in their purchase. But 
mortgages are again coming into 
their own. The present danger is that 
our companies may compete and out- 


bid each other for the more desirable 
larger loans. On construction loans 
particularly there is already a tend- 
ency to loan more than is safe or wise 
in order to take the mortgage away 
from competitors. This must not be. 
We are still paying dearly for a simi- 
lar optimism in the years preceding 
1929. Again it may be helpful to 
emphasize that no investment at all 
is better than a doubtful investment 
even though the return be a high one. 
Chancing it may be all right for spec- 
ulative investors but not for insurance 
companies. 

All the grief has by no means been 
with the farm mortgages. Many of 
our urban investments have depre- 
ciated to such an extent that some 
loss is inevitable. One of our large 
companies had a yen for the very best 
gilt-edge locations in New York City, 
but it will have to take more than 
the average loss because the former 
values are no longer supportable and 
the percentage of decline on this ex- 
pensive property is greater than the 
average. The truth is that real prop- 
erty values in our larger cities were 
built upon the theory that the city 
always grows rapidly and that while 
the building may depreciate land 
value increases. This held true in the 
period of large immigration, extensive 
foreign trade and rapid increase of 
urban population. Our cities have be- 
come of age, they are no longer 
adolescent, population and wealth is 
going out into the suburbs and sur- 
rounding villages, manufacturers are 
being lured to more rural locations 
by cheaper labor and lower taxes. 
The philosophy of folding hands 
while cities automatically grow has 
passed. 

We must organize all forces, gov- 
ernment, civic and financial, in an 
effort to clear slums, stop the growth 
of blight, increase business, trade and 
manufacture, develop a city plan, pro- 
vide low rental and attractive housing 
-— in short, recreate centers which 
are economically sound and healthful 
and which offer those inducements 
which will make people want to work 
and live in our great cities. Banks 
and insurance companies have much 
to gain by cooperating with city au- 
thorities in providing desirable houses 
at moderate rents. The Metropolitan 
Life has made notable efforts in New 
York City and expects to invest $10,- 
000,000 in low rental housing on the 
Pacific coast. The Prudential has 
done worthwhile experimentation in 
Newark. The smaller companies are 
not equipped for this work but may 
secure the best talent in architecture, 
engineering and management by pool- 
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ing their investments. The replanning 
and rebuilding of our cities will not 
only provide a safe investment for 
limited amounts of idle money ; it will 
tend to make safer and more secure 
the large investments in office build- 
ings, hotels, commercial structures 
and small homes in our large cities. 

The situation of the alien com- 
panies which enter the country 
through United States Branches is 
becoming better understood and 
needs no comment here. The public 
is coming to realize that the United 
States Branches are in effect local 
insurance companies of the state of 
entry and that they will stand irre- 
spective of what happens to the par- 
ent company abroad. There is, how- 
ever, one feature directly concerned 
with investments upon which many 
inquiries are received and which is 
apparently not generally understood. 
It seems to be feared by many that 
these branches have large blocks of 
investments of the home country and 
that the fortunes of war will vitally 
affect their value. 

We have examined the investments 
of all alien companies doing business 
in the State of New York of which 
there are 82. Most of them have 
their United States Branches in New 
York and are supervised by us. Three 
of the 82 are fraternals which do not 
have United States Branches and are 
not under the same strict control as 
are the branches. Four are life com- 
panies, all Canadian. Three of these 
life companies, after deducting all for- 
eign securities, have sufficient assets 
in securities of this country to pay 
all United States liabilities in full. 

There are 65 United States 
Branches of alien fire and marine 
companies. Twenty-one of these have 
no foreign investments. As to the 
others, if all of the foreign invest- 
ments are wholly disregarded, there 
are sufficient assets to pay all liabil- 
ities in this country in full. 

Of the ten casualty and surety 
branches four havé no foreign securi- 
ties and if the foreign securities of 
the remaining six were thrown in the 
basket, there would still be sufficient 
assets to meet all United States lia- 
bilities. 

ee @ ® 

HERE has been considerable 

pressure to liberalize our invest- 
ment laws so far as the Dominion of 
Canada is concerned. Our companies 
do about one-third of the Canadian 
business, considerably more than the 
British companies, and in many lines 
almost as much as the Canadian com- 
panies themselves. American indus- 
try has by far its largest foreign in- 
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vestment in Canada, some four bil- 
lions of dollars. The relationship has 
been close and we have always had 
much in common. Economically and 
socially we are practically one people. 
In our new code all of our companies 
are permitted to invest in Canadian 
securities to the extent of ten per 
cent of their assets whether they do 
business in Canada or not. This sub- 
stantially broadens the investment 
field and will help to still further ce- 
ment our economic kinship with our 
neighbor to the north. 

All of the things which I have men- 
tioned have some substantial effect 
upon the safety and permanence of 
insurance company investments. All 
of them together are of little impor- 
tance compared with the conflict be- 
tween totalitarianism and democracy 
which is drenching the fields of Eu- 
rope with the blood of the finest youth 
of all the warring countries. The 
kind of world which will result af- 
fects each one of us in the United 
States and will determine the char- 
acter of the insurance structure and 
the control and nature of the invest- 
ments in future years. 


lor the immediate, the expenditure 
of from five to ten billion dollars 
upon a vast armament program, 
though contrary to our desire and 
way of living in the past, will un- 
doubtedly stimulate employment and 
industry, capital will again be in de- 
mand and interest rates will rise. But 
when the emergent spending is over, 
whether we are forced more deeply 
into the war or not, there will again 
be deflation, unemployment and _so- 
cial and economic unrest, unless we 
can build a different world out of 
this collapse of the moral integrity of 
nations and the subjection of the 
self-governing countries and peoples 
to a reign of force. 

Perhaps a little optimism is not 
entirely out of order. Whether the 
dictators win or lose the war, the 
structure they are building is erected 
on shifting sands and cannot stand 
the test of time or the moral judg- 
ment of mankind. The day the dic- 
tators win the war they begin to lose 
the war. Their strength lies only in 
the fight. No power can permanently 
keep the freedom-loving peoples of 
France, Belgium, Holland, Norway. 
Denmark and Finland in lasting slav- 
ery either political or economic. 

Forces and inventions intended to 
make the life of all easier and hap- 
pier and to encourage the education 
and culture of all peoples and nations 
have been seized and, for the time 
being, are used effectively to bring 
back a medieval concept of human 
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society. From over-confidence and 
smug complacency, we have gone far 
on the road to intellectual defeat. 
Some, at least, seem in danger of be- 
lieving that great and free nations 
can only be saved by the aping of dic- 
tatorship. With preparedness we 
have no quarrel. Little as we like it, 
there seems to be no other way im- 
mediately in sight. 

Insurance is a democratic institu- 
tion. It has grown and flourished 
here as in no other land. It cannot 
live in the totalitarian states. It is 
the greatest and most successful co- 
operative experiment for the use of 
our common funds for the common 
good that has ever been devised. The 
people by investing their savings in 
the promises of federal, state and 
local governments, in railroads, power 
plants, tunnels, telephones, and all the 
things that go to make up a civilized 
life and community have testified 
their confidence in our democratic 
institutions and their dependence 
upon the life and continuation of the 
democratic idea. 


Whatever comes we must not run 
out on democracy, on individual 
rights or our faith in the kind of 
country our forefathers built and en- 
trusted to our care. 


There are plenty of people who are 
only too anxious to tell us how to 
fight the dictators and control the 
aliens at home. Some of us must 
think beyond the present conflict to 
the future peace. Once before we 
fought a war for democracy and to 
end war. That war was won but 
through selfishness and lack of vision 
the peace was lost. The most signifi- 
cant thing that has yet happened so 
far as the peace of the future and the 
stability of insurance investments is 
concerned is the offer of British citi- 
zenship to all Frenchmen. “France 
and Great Britain shall no longer be 
two, but one Franco-British union,” 
declared Winston Churchill. Per- 
haps England will win the war and 
out of this concept will come a United 
States of Europe. If the dictators win 
and create a group of satellite states 
around Germany and Italy, the yoke 
of power and hate and tyranny will 
eventually be thrown off and a group 
of confederated but free and self-gov- 
erning states on the pattern of Switz- 
erland may ultimately be the fruit of 
German might. 


No final solution can come without 
the support and cooperation of the 
United States of America. No solu- 
tion can come unless we are willing 
to sacrifice some of our economic 
selfishness, assume some responsibil- 
ity for and trade freely with a newly 
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ordered world. We must be willing 
to buy as well as sell. Groups seek- 
ing selfish ends, whether powerful 
such as the farmer, labor, business 
and finance, or not powerful but yet 
very vociferous must have less weight 
in our councils. Difficult though it be, 
as the price of a durable peace we 
must dedicate ourselves to the good 
of the country as a whole and to the 
support of a just and statesmanlike 
world economy built upon the recog- 
nition of the rights of all peoples to 
share fairly in the world’s resources. 
We have no more right to this great 
continent than had the one million 
Indians whom Columbus and_ the 
early explorers found roving the for- 
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ests and paddling the streams in their 
bark canoes, unless we use our stew- 
ardship for the good and progress of 
mankind. 

Twenty-three years ago — a month 
before we entered the World War 
— our President, Woodrow Wilson, 
who had a great vision which we in 
selfish blindness failed to appreciate, 
gave to Congress and to the Ameri- 
can people a message equally true 
today : 

“The shadows that now lie dark upon 
our path will soon be dispelled and we 
shall walk with the light all about us if 
we be but true to ourselves — to our- 
selves as we have wished to be known in 
the counsels of the world and in the 


thought of all those who love liberty and 
justice and the right exalted.” 


Appraisal of Real Estate 


Property 


By JOHN G. EMERY 
COMMISSIONER OF INSURANCE 
STATE OF MICHIGAN 
Excerpts from an address delivered before the 
71st Annual Meeting of the National Assn. of 
Insurance Commissioners, Hartford, Connecticut, 


June 25-27, 1940. 


missioner Emery pointed out 

that there is a distinct difference 
between the insurance business and 
the real estate business, and as a 
foundation for his discussion insisted 
that competent appraisers are essen- 
tial to the proper valuation of real 
estate. While specifically referring to 
the significance of appraisal as an 
item of good management for life 
companies, it will be interesting to 
apply his conclusions to the real es- 
tate holdings of any type of company. 
The text of a portion of his speech 
follows : 


1: his introductory remarks Com- 


There are 35 kinds of value, inci- 
dentally, that might enter into the 
real estate picture. There is actual 
value, appraised value, assessed value, 
book value, attached business value, 
capitalized value, exchange value, de- 
preciated value, face value, fair mar- 
ket value, forced sale value, going 
concern value, improved value, insur- 
ance value, intangible value, intrinsic 
value, junk value, liquidation value, 
market value, nuisance value, physi- 
cal value, potential value, present 
value, prudent value, rental value, 
sales value, salvage value, scrap 
value, sound value, tangible value, 
taxable value, warranted value, com- 
parative value and utility value. 


Now, the deduction of appraisers, 
or the conclusion of appraisers — the 


definition of 1940 of value — is this 
which has been put into English by 
Phil Kniskern whom I think every- 
one considers the dean of appraisers 
in the United States of America — 
“Value is the sum stated in terms of 
legal tender on which buyer and seller 
can agree when both are intelligent, 
well-informed and not compelled to 
act.” 


Now, you can see, that two inmates 
of an insane asylum might make a 
real estate deal. One bought and the 
other sold, but they would not qualify 
because they are not intelligent. Two 
men who know nothing about real 
estate might make a real estate trans- 
action and the value arrived at and 
the price paid might be utterly wrong 
because they are not well-informed. 
One man might sell a piece of real 
estate for less than it was worth be- 
cause he is compelled to act; or a 
man might pay more for a piece of 
property than it was really worth be- 
cause he was compelled to act. 

To get that boiled down, it is the 
amount at which ownership is justi- 
fied, or, in other words, it is the fig- 
ure that the price ought to be. 


Price and value are two different 
things, but the value of anything is 
what the price ought to be, based 
upon these items which I have just 
mentioned. 


Now, generally speaking, there are 


three rough ways of arriving at it. 
There is the old cost, original cost, 
reproduction cost less depreciation 
and obsolescence. There is the com- 
parative value. You compare this 
house with that one, exactly alike, 
that sold for $8500 last year. Here is 
one almost like it — the comparative 
values in the market. 

Then there is income. Many people 
claim income is the only attribute 
which we can set and use — the 
income value. That, of course, is 
entirely wrong, because circum- 
stances alter cases. Many times prop- 
erties of value have slight income — 
witness the vacant lot that has no in- 
come whatever, yet it certainly has 
value. 

What are the elements which affect 
value? First, of course, there is old 
lather Time — depreciation by vir- 
tue of age — the wear and tear of 
elements and use by man. 

Then, there is the factor which I 
think we fail to recognize enough to- 
day, that of obsolescence. In other 
words, the suit of clothes that Uncle 
rank is wearing today is more like 
the suit of clothes he wore ten years 
ago than a home which you may 
have built today will be like the home 
you had built for yourself ten years 
ago. In other words, real estate is 
becoming obsolescent very, very fast. 

In the great city of Lansing, from 
which I come, on the main street, I 
took a little inventory a while ago: 
75 per cent of the store fronts have 
been rehabilitated in the last five years 
— new fronts put in the place of old 
ones. Obsolescence had been working 
and still was working against it, or 
with it, or for it, with the conse- 
quence that those buildings have all 
been changed in the last five years. 

There is this matter of decentral- 
ization. In the great city of Detroit 
and other large cities decentralization 
is taking place. Los Angeles, for in- 
stance, is a witness of that when 
Bailey went ten miles out to establish 
his department store. Decentraliza- 
tion has been taking place and is go- 
ing on — with a trend toward the 
country. 

Surroundings make so much dif- 
ference. You may have a splendid 
building here and someone may build 
across the street a gas station, a play- 
ground, a theater or a church, which 
may make your property less desir- 
able as a residence. 

Termites — I don’t mean “Third 
Termites”—will enter into a building. 
You may not know they are there but 
they are depreciating the value of 
that property and only an expert, 
many times, can find them. 
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Grasshoppers — does that sound 
funny? have an effect on the value 
of certain farm real estate. 
e @ ®@ 

HE Governmental agencies — 

F. H. A., H. O. L. C. — com- 
ing into the market and selling prop- 
erties at low down payments and 
low interest costs have affected the 
whole real estate market and have 
affected the value which you may 
rightfully place upon a piece of ob- 
solescent, ancient property, no matter 
how good the condition may be, in 
competition with those great influ- 
ences. That is what someone has 
chosen to call the “undigested” real 
estate of the financial and fiscal in- 
stitution, 

The principles of land utilization 
— you will find appraisers that talk 
to you about the highest and best use 
of a piece of land. There is in the 
city of Detroit today a great 40-story 
building, a magnificent, palatial affair 
— if that building were not there the 
land under it would be worth $1500 
a front foot. With the building on 
it, it is not worth anything. An intel- 
ligent appraiser could not put the 
land in; the building would not war- 
rant it. That applies to a great hotel 
in Chicago, Illinois. The land under 
that building would not be put in by 
an intelligent appraiser at five cents 
because it is not receiving its best 
and highest use. Probably if that 
building were taken off they could 
rent it for a parking place, with no 
building on it and receive more net 
return; so that the highest and best 
use of land is a factor. 

There are, of course, the competi- 
tive and comparative items in which 
you are in competition with other 
pieces of property and they are sell- 
ing for less. You have to meet that 
market and make comparisons as one 
of the factors in determining its value. 

Now, income is not a hard and 
fast rule upon which we can deter- 
mine the value of real estate. We can 
see a place where there are leases 
written now that were written in the 
dull days of 1933 and 1934, when we 
hoped something was just around the 
corner and the corner never came, 
and the leases were written on a low 
basis — the present income is based 
on those low-term leases which run 
for another twelve years, and that is 
no criterion by which to judge the 
value of that piece of property as to 
what the price ought to be, and the 
same thing applies to the future. 

There are many elements that en- 
ter into the general economic situa- 
tion — shifts in population — that 
may sound funny to you but in the 





JourRNAL oF AMERICAN INSURANCE 





Gay Twenties there was a decided 
shift in the population of the United 
States from the center, as if by a 
great centrifugal force, to the rim. 
New England had its booms; New 
York, and on down; Florida, which 
is at the rim, went through a boom. 
Southern Texas went through a 
boom; California; the Northwest; 
and my great part of the country — 
I come from the Great Lakes section 
also had a boom. There was a de- 
cided shift in population from the 
center to the rim. 





I saw a very interesting map the 
other day prepared by the War De- 
partment, following the furore abroad, 
in which the United States in pre- 
paring for its air defenses marked an 
area that is inside the Appalachian 
and Rocky Mountains and said, “In 
that area all our program of building 
airplanes for national defense must 
be centered because it is not on the 
rim. The rim is likely not to be so 
good” — as it was one time before. 

Immigration which is now shut off 
was a great factor in the value of 
real estate. It brought people in who 
needed homes in which to live and 
stores in which to trade. It brought 
in people many, many times who be- 
lieved in a high birth rate or, at least, 
assisted in it. 

Sometimes a national legislature 
will pass an innocent-looking bill 
which will affect real estate — the 
Patman Bill which is going to put a 
high license on some forms of busi- 
ness, on chain groceries, particularly, 
has meant in my own home city of 
Grand Rapids that 27 corners, con- 
sidered the best business corners in 
the city, are now non est. Those 
A & P and Kroger stores brought 
business to those corners — brought 
people there. They are centralizing 
into great supermarkets because the 
Patman Bill threatened to tax them 
out of business. They left these cor- 
ners and property around these cor- 
ners is not as valuable as it was two 
or three years ago. 

The automobile has changed val- 
ues. We get out instead of staying 
so closely at home. 

War may change values. I could 
not help but think of what a previous 
speaker said — I am not trying to 
discourage you gentlemen from Con- 
necticut in any way at all about the 
acreage value of land in Connecticut 
as against Kansas. “Don’t tell me it 
can’t happen here. In the light of 
what has happened in Europe in the 
last three, four or five months any- 
thing can happen here.” Suppose it 
might happen — we are on the rim 
of the country here — it might be 
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that a Kansas farm in the heart. of 
the country will be worth more per 
acre than a Connecticut farm, Think 
it Over. 
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CCUPANCY of a property — 

the tenancy — the manner in 
which they treat it may change its 
value. I might lease a piece of prop- 
erty to a man who was slovenly or 
who had a wife who was a slovenly 
housekeeper, did not keep up the 
property, let the property deteriorate 
rapidly, and that property would not 
be worth as much as the property 
next door to it which had received 
the very best of occupancy and treat- 
ment. 

Now, that applies to farms. I can 
show you two farms — both the same 
kind of soil, the same kind of build- 
ings — this farmer is slovenly, lets 
the buildings go down, does not keep 
them painted, he permits erosion to 
occur, permits the growth of noxious 
weeds, does not keep the soil up, 
and his farm deteriorates in value. 
Here is another one right next doo 
that has the same sort of conditions 
and yet it has more value. 

Photographs don’t tell the story. 
A photograph of property five years 
ago has nothing to do with the case 
at all and does not tell the story. 

The thing I want to bring out in 
this particular discussion is: That 
every piece of real estate is different 
from every other. The bonds, series 
78956 — 1A to 27A, are all just 
exactly alike, but no piece of prop- 
erty is exactly like any other piece 
of property because of all these influ- 
ences of which I have spoken. 

I am against referenda and _ that 
sort of thing but I took the liberty 
about two months ago of sending out 
to all you Commissioners a short let- 
ter, each one of them being written 
to you personally, not circularized in 
any way, asking you what the cus- 
tom was in your department with 
regard to whether you insisted upon 
the current appraisal of real estate by 
competent, disinterested parties, and 
I thank you, one and all, on this 
occasion, because every one of yot. 
answered and your answers were 
most illuminating and enlightening. 

One state — some people have all 
the luck — wrote back and said, “We 
do not have any companies; hence, 
no problem.” Eighteen states with the 
home offices of 119 companies report, 
“Yes, we insist upon the current ap- 
praisal of real estate in the assets of 
life insurance companies.” Twenty- 
four states in which 160 companies 
were domiciled said, “Sometimes”. 
I am going to read some of the quali- 
fications. Three states in which 29 
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companies are domiciled said, “Nix 
on it, no value at all to an appraisal. 
It is not worth anything. It is one 
man’s guess and one man’s guess is 
as good as another man’s. We don’t 
consider any of it any good.” Sev- 
eral states have state appraisers, one 
of them under civil service. 

Now there are 18 states with 5 
companies that said, “Yes, we have 
an approved list of appraisers and 
have set a high standard upon the 
quality of their service and the qual- 
ity of men who make it.”” One state 
with 4 companies said, “The Com- 
missioners can’t be too careful.” The 
third state said, “Yes, if the situation 
puts us on notice.” I am going to 
discuss that a little later. Another 
state with 15 companies said, “The 
appraisal must be not less than five 
years old.” 

Another state said, “If values ap- 
pear to be consistent with current 
market values, yes.” Another state 
with 7 companies said, “Where ex- 
aminers are dissatisfied with book 
values, yes.” Two states, one with 
20 companies, one with 12 com- 
panies, said, “A test check always” 
—that is just test-checking through. 
A fifth state with 5 companies said, 
“No appraisals but we do make a 
thorough analysis.” A thorough anal- 
ysis is an appraisal. That is all an 
appraisal is, a thorough analysis. 
“But, in our opinion, the best index 
is earnings”, and, as I have tried to 
indicate, earnings are not the only 
index. They are one of the three 
indices but they are not the only 
ones. “The depression coupled with 
grasshoppers has materially deflated 
values.” 

A state in which they had 28 com- 
panies: “I find companies usually 
want to inflate values and unless 
prohibited they do inflate.” 

The eighth state with one company 
said, “In many instances it ought to 
be mandatory.” 

The thing that [ would hope to 
learn sometime is how an examiner, 
sitting in the City of Hartford and 
examining a company, can tell 
whether a piece of property over in 
Waterbury ought or ought not to be 
appraised. I don’t know whether he 
tells it by the color of the hair of the 
secretary of the president or whether 
he just does not like the fellow, any- 
way, or what factor it is that makes 
him deem that it ought to be neces- 
sary to appraise this property down 
at Waterbury which no one has seen. 
I don’t know. 

Management of real estate and its 
ownership have so much to do with 
this problem. 
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NOTHER very interesting phase 
A appeared in this great picture, 
and I think it is perhaps one of the 
things that the Commissioner had in 
mind when he said, “When they put 
us on notice” — I found that 38 
companies in the United States — 
again some people have all the luck 
— had no real estate whatever. The 
average, as you know, for the in- 
dustry is 7.8 per cent of their assets. 
Now then, to make that average there 
are 181 companies in America that 
have 15 per cent of their assets in 
real estate, or less. Ninety-eight 
companies have from 15 per cent of 
their assets to 76 per cent of their 
assets in such property. Now I claim 
that the insurance company which 
has 76 per cent real estate and 24 
per cent something else is 76 per 
cent in the real estate business and 
24 per cent in the insurance business. 
There were 13 companies that have 
over 50 per cent of their assets in 
real estate. 

Now, these three refreshing states, 
this great minority, that wrote in and 
said, “Real estate appraisal is all the 
bunk; don’t consider it worth any- 
thing ; don’t give it any value” — one 
of them said, “When situations in the 
property account merit thorough con- 
sideration, value is determined from 
income” and then again, “It is only 
in very unusual cases that appraisals 
are of any value whatsoever” ; he does 
say “Income”, but again, I say, in- 
come is not the only factor to be 
considered. 

The second one of the three that 
has 16 companies said, “We have not 
followed the practice of appraising 
real estate — the expense does not 
justify. A fair value is practically 
impossible to determine under pre- 
vailing unstable condjtions.” He does 
say, “This should give grave concern 
to insurance companies. Appraisals 
are too costly and reliability too prob- 
lematical.” However, he goes on, 
“We have made a somewhat exhaus- 


tive survey” — and an exhaustive 
survey is nothing more or less than 
an appraisal — “ the same end can 


be accomplished by taking into ac- 
count the trend since the loan.” 

On these farms I have talked about 
— the one with the weeds, the ero- 
sion, the run-down buildings and all 
the rest of it — the trend has been 
exactly the same on that farm as the 
one next door where the buildings 
are kept up in shape; the erosion has 
been stopped; the weeds have been 
kept down — the trend has been 
the same on those farms, so trend 
is one factor but it is not the only 





factor to consider in an appraisal of 
real estate. 

The third one said, “We insist 
when the examiners deem it neces- 
sary.” That is the thing I want to get 
enlightenment upon — what there is 
that needs an examiner to say, “Yes, 
we must appraise this or that particu- 
lar property, we need not appraise 
others.” He says, “Frankly, our ex- 
perience is that such appraisals are 
not sound even though made by ap- 
praisers of sound standing.” He cer- 
tainly puts appraisers where they 
belong, but he adds, “I have not yet 
given up hope” — and it is my feel- 
ing we are going to arrive in the In- 
surance Commissioners’ Convention 
at a system where we may receive 
appraisals that really have sound 
value — “at the present time, how- 
ever, I consider an appraisal a waste 
of money” — listen to this: this is 
good — “And an invitation to un- 
sound companies to write up unsound 
values.” This is the first time that I 
ever heard that. Most insurance com- 
panies that talk to me are afraid of 
an appraisal because we are going 
to mark them down but this man says 
appraisals are a cause of companies 
writing up unsound values. It is 
new to me. 

The following is a little jingle 
which, perhaps, is an indication of 
how some men feel about appraisals. 
Fredrick Babcock was authorized to 
autograph a book on appraisals of 
real estate and he wrote: 

“Appraising is a simple task, 
It’s easy as can be, 


Just calculate the building’s age 
And use a theory. 


Net earnings and environs curbed, 
Deducted from the rate, 

Are charted on a sliding scale 

And called a leased estate. 


Now estimate the plottage line 
In perpetuity, 

Summation out the interest rate 
And get Technocracy. 


Don’t obsolesce the land or barns; 
First take the market turn. 
Comparative analysis 

Will make the prices yearn. 


Next stabilize the forecast rents 
And figure on the weather, 
Predict residual returns 

And ponder what and whether. 


Reduce the cubic contents squared 
To prudent costs and feet 

And quote the whole in German marks 
And words which are discreet. 


Then kindle up a blazing fire 
And burn the beastly mess; 
Get on the stand and swear to give 
Your best unbiased guess.” 
Now I am one of those who thinks 
in this year of 1940 that an appraisal 


(Continued on page 27) 
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Hartford, Connecticut, June 25-27, 1940. 


benefit. societies has proven to 
be necessary for the protection 
of the membership as well as for the 
protection of the legitimate societies. 

Fraternal benefit societies have 
their place in the economic affairs; 
and these societies are doing a most 
commendable work, both on the 
fraternal side of their business as 
well as in life insurance protection. 

The failure of a substantial frater- 
nal benefit society affects more 
acutely the policyholders thereof than 
does the failure of a straight life in- 
surance company; the holders of 
fraternal benefit certificates in the 
main are made up of that great 
middle class of our citizenship whose 
income is limited; reinsurance of an 
insolvent fraternal life association is 
difficult of accomplishment except 
through a contract with other socie- 
ties of like kind. 

Suggestions for supervision and 
regulation of fraternal benefit socie- 
ties by the states meet with opposi- 
tion from the field men representing 
these societies and this opposition is 
then transmitted by the individual 
members to the members of the legis- 
latures who in turn oppose those 
regulatory measures that are neces- 
sary for the conduct of insurance 
companies or associations. 

The present uniform laws are be- 
coming obsolete in many respects. 
For the past quarter of a century 
fraternal benefit societies have oper- 
ated under the uniform acts known 
as “The Mobile Bill” as amended by 
the “New York Conference Bill’. 
These original acts provided a plan 
for bringing all fraternal benefit so- 
cieties up to a sound and solvent con- 
dition ; it was recognized in the early 
years that a test of solvency must be 
adopted, and through a long period 
of years the societies were required 
to meet 100 per cent of the solvency 
test. Over the period of time chang- 
ing conditions, both as to business 
and as to modes of living, have made 
it necessary for changed operations 
by the societies. At present fraternal 
life insurance as provided by these 
societies is nothing more nor less 
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than life insurance on a mutual plan ; 
it is true that fraternal society con- 
tracts are known as “open contracts”, 
but this feature, which should be 
treated as a very valuable asset, is 
rather obscured by the sales manag- 
ers in the production of new business. 

It may be said that the principal 
activities of fraternal societies are 
now centered in the insurance side 
of the business and that the life in- 
surance business of the societies is 
now stressed almost to the exclusion 
of the fraternal activities. 

In practically all of the states the 
law defines fraternal benefit societies 
as “any corporation, society, order or 
voluntary association without capital 
stock, organized and carried on solely 
for the mutual benefit of their mem- 
bers and their beneficiaries, and not 
for profit, and having a lodge system 
with ritualistic form of work and 
representative form of government 
and which shall make provision for 
the payment of death benefits.” 

This definition is clear and under- 
standable and no change in the defini- 
tion is desired by the fraternal benefit 
socieites now in existence and no 
changes should be made or recom- 
mended by the members of this as- 
sociation. 

The laws likewise define the lodge 
system and representative form of 
government, and these three sections 
of the present law may be considered 
as the essential and necessary stat- 
utory definitions for the government 
of fraternal societies. The three sec- 
tions mentioned are the most impor- 
tant of the uniform Fraternal Act, 
and if fraternal benefit societies are 
to be recognized and given favorable 
statutory exemptions, then the least 
that could be done by the societies 
would be to live up to the three defi- 
nitions just quoted. 

The laws granting certain exemp- 
tions to the societies as presently ex- 
ist are ambiguous and almost impos- 
sible of uniform application. It only 
requires a reading of the statute deal- 
ing with exemptions to immediately 
see that a very vast number of mem- 
bers of societies that “confine their 
membership to any one hazardous 
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occupation” have no supervision or 
regulation whatsoever. The intent of 
the law was to exempt only those 
societies providing benefits in the 
more hazardous occupations, and 
whose operations were confined to a 
state or political sub division thereof ; 
however, many of the societies oper- 
ating nation-wide under this particu- 
lar clause lost sight of the fact that 
when insurance certificates were is- 
sued, they did not come under the 
exemption, etc., but the management 
of these larger societies of this class 
have consistently and persistently op- 
posed supervision by the states with 
the result that the membership is 
without recourse to any authority 
other than the Grand Lodge or the 
Board of Directors. 
ee @ ®@ 


HIS exemption statute is giving 
promoters an opportunity to at- 
tempt to organize fraternal benefit 
societies that would not in any man- 
ner be subject to state supervision. 
Recently in the State of Alabama, 
an attempt was made to organize a 
fraternal benefit society to be con- 
fined to automobile drivers only, the 
argument being that all automobile 
drivers were engaged in one hazard- 
ous occupation. 

The holder of a benefit certificate 
or life insurance contract should have 
the same protection of the law 
whether the contract is issued by the 
so-called old line company or a fra- 
ternal society. No insurance cer- 
tificate or contract contingent upon 
the death of the holder thereof should 
be issued in any state unless the said 
certificate complies fully with the 
laws, and the laws provide for the 
strictest supervision of the insurer 
issuing the certificate. 

In a ‘recent article by one of the 
most able and prominent fraternal- 
ists, Hon. Alex ©. Benz, president 
of the Aid Association for Luther- 
ans, said: “Fraternal Life Insurance 
Counsellors should sell something 
more than just life insurance and safe 
investments. They should, first of all, 
sell Fraternity — Good Fellowship 
— coupled with interested home pro- 
tection.” That statement should be 
the slogan of every worthwhile fra- 
ternal benefit society. It was never 
intended that fraternal benefit socie- 
ties should make straight life insur- 
ance its principal activity but, as 
Mr. Benz has so well said, the princi- 
pal business should be fraternalism 
plus sound, solvent insurance pro- 
tection. 

Quoting further from this eminent 
fraternalist: “The key to successful 
life underwriting — the production 
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of new business that persists — is 
the field organizer. * * * It is ob- 


vious that only full-time representa- 
tives, men who devote their full time 
and energy to the work and have 
chosen the profession of life insurance 
as their life work, are better able to 
produce business that will remain 
persistent.” 

Emphasizing the remarks just 
quoted, let me say that one of the 
greatest needs in a uniform act is 
supervision of the activities of field 
representatives. 

It is not necessary, of course, that 
the local lodge secretary or those of- 
ficials of the local lodges, should be 
treated as salesmen but the person 
who makes the selling of fraternal 
life insurance contracts his principal 
business should not be exempt and 
the same regulations and penalties of 
the law should be applied. 

Reverting to the second section of 
the present laws that provide and re- 
quire the conduct of fraternal bene- 
fit societies through the lodge system, 
it is apparent that a more liberal 
statute must be had. Lodge Halls are 
no longer the gathering place for the 
membership, and this is especially 
true in the larger communities; pos- 
sibly in the rural communities there 
still remains an interest in the ritual- 
istic work and the lodge meetings as 
originally conducted. 

The present definition of the lodge 
system needs to be amended so that 
the applicant for membership may be 
obligated and admitted to the Order 
under such rules and regulations as 
will obviate the required attendance 
of the member at regular intervals. 
However, no member of a fraternal 
benefit society should be issued an 
insurance contract until after such 
member has appeared at a regular 
meeting of the lodge and been prop- 
erly obligated as provided by the 
rules of the society. 

ee @ ® 
HE supervisory laws favor fra- 
ternal benefit societies, and for 
this favorable consideration the duty 
of the society is to carefully observe 
the requirements of the laws. 

In the State of Alabama the law 
relative to the lodge system is being 
enforced requiring stated meetings 
of the lodge at least once in each 
month. Also, the law has been 
amended in Alabama “providing that 
members may be admitted within 
twelve months from the date of issu- 
ance of a certificate according to the 
rules and regulations of the society.” 
No extended comment is needed to 
show that this amendment destroys 
the very essence of the lodge system; 
further, it permits fraternal benefit 
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societies to engage in pure life insur- 
ance work without regard to the 
fraternal features. 

These amendments apply only to 
the Alabama members, and in pass- 
ing it may be stated that the Ala- 
bama fraternal societies are now 
complying fully with the require- 
ments of law as to lodge meetings at 
least once a month, and by a ruling 
of the Department the membership is 
being obligated at the earliest lodge 
meeting following his or her appli- 
cation for membership. No _ policy 
contract should be delivered until 
after the member has been obligated. 

There has been prepared by the 
National Fraternal Congress _ of 
\merica a new uniform fraternal 
code for the organization, govern- 
ment and regulation of fraternal ben- 
efit societies. This proposed code in 
some respects is an improvement over 
the present law; in some other re- 
spects it is objectionable. 

It is to be hoped that this conven- 
tion will insist upon the fraternal 
committee giving consideration to the 
proposed code and that from the con- 
ferences to be held by the joint com- 
mittees that there may be offered a 
modern regulatory act. 

The insurance side of the fraternal 
benefit society has reached magnifi- 
cent proportions. The policyholders 
of these societies are entitled to the 
protection of safe and sound law. Be 
it said to the credit of the majority 
of the managements, a revision of the 
present law is desired. Members of 
this Association must meet the de- 
mand for modern and constructive 
laws, and the membership of this 
convention must have the coopera- 
tion of the members of the National 
Fraternal Congress in order to ac- 
complish the desired results. 

“The Mobile Bill” was made pos- 
sible after many years of cooperative 
efforts. It is to be hoped that a revi- 
sion of the laws governing fraternal 
benefit societies may be had at the 
earliest possible time. 

In conclusion it is only necessary 
to refer to the abnormal lapse ratio 
from year to year to emphasize the 
need for agency supervision. 





Minnesota Bar Favors 
Compulsory Auto Coverage 


THE MINNESOTA STATE BAR ASSO- 
CIATION AT ITS RECENT ANNUAL 
meeting in Minneapolis voted in favor 
of enactment by the 1941 legislature 
of a law for compulsory liability in- 
surance for all motor vehicles regis- 
tered in the state. The vote was 137 
in favor of the action and 60 against. 


Rules on Policyholder 
Dividends 


INSURANCE COMMISSIONER JOHN B. 
GONTRUM OF MARYLAND HAS ADVISED 
all life insurance companies operating 
in the state as follows with regard to 
the apportionment of dividends to pol- 
icyholders : 

This department has given consider- 
able thought and attention to the matter 
of apportioning dividends to policies of 
insurance issued by life insurance com- 
panies organized under the laws of this 
state. 

After due consideration of the subject, 
you are hereby notified that, beginning 
with January 1, 1941, all policies of in- 
surance issued by any life insurance com- 
pany organized under the laws of this 
state and operating upon a mutual basis; 
and all policies of insurance issued by 
any life insurance company organized 
under the laws of this state, and now 
operating as a stock company, but which 
had previously operated upon a mutual 
basis, up to the time such company was 
converted from a mutual to a stock com- 
pany; and also any policies of insurance 
issued by any life insurance company or- 
ganized under the laws of this state and 
now or heretofore operating as a stock 
company, which policies do not specifi- 
cally state that they are non-participating 
and shall not share in the surplus earn- 
ings of the company, shall have appor- 
tioned to them, in the form of dividends 
on each anniversary date of each of such 
policies on and after January 1, 1941, an 
equitable share of each such policy in the 
surplus earnings of the company; unless 
any such company can furnish proof, sat- 
isfactory to the department, that such 
policies, or any class thereof, have not 
contributed to the surplus earnings of 
the company during the year immediately 
preceding that in which dividends are to 
be apportioned. 

Such dividends shall, at the option of 
the insured, be (1) available in payment 
of future premiums; or (2) withdrawable 
in cash; and, in addition, at the option of 
the company, may be (3) left with the 
company to accumulate at interest; or 
(4) applied to the purchase of paid-up 
additions; either option (3) or (4), in the 
absence of any action by the insured, 
heing designated as automatic; provided 
the insured shall have the right to with- 
draw in cash, at any time, the dividends 
and interest under option (3) or the cash 
value of additions under option (4), 
which cash value shall be equal to the 
full reserve thereon but in no case less 
than the dividends so applied. 

ee ee ® 


Ireland Sun’s New President 


CHARLES W. IRELAND HAS BEEN 
ELECTED PRESIDENT OF THE SUN MU- 
tual Fire Insurance Company, Cin- 
cinnati, Ohio, to succeed the late 
Henry Hater, who died on June 24. 
A former vice-president, the new pres- 
ident has been associated with the 
company as an officer and director for 
more than thirty years. Arthur H. 
Ewald, former treasurer of the com- 
pany, succeeds him as vice-president. 
W. Ray Sherman, attorney, will as- 
sume the post of treasurer. 
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Excess of Loss Reinsurance 
For Farm Companies 


By L. P. DENDEL 


SECRETARY, 


STATE ASSN, OF 


MUTUAL INSURANCE COMPANIES OF MICHIGAN 


HEN a newly elected officer of 

a farm mutual insurance com- 

pany accepts the responsibil- 
ity of office, he soon comes face to 
face with the problem of reinsurance. 
In many states some types of com- 
panies are limited by law as to their 
liability on any single hazard. If the 
company is small and its maximum 
line limited proportionately, this re- 
sults in a very serious handicap in 
soliciting large lines and the only way 
such lines can be handled without 
reinsurance is by splitting them with 
another company, an arrangement not 
usually satisfactory either as to con- 
trol of the line or adjustment of 
any loss. 

One of the major causes resulting 
in receivership is the failure of the 
company to keep its net lines low in 
comparison with its assets; or in 
other words, failure to reinsure its 
large lines. Based on experience, the 
spreading of liability has been a 
cardinal principle in the successful 
handling of fire insurance for’ years. 
As a general thing neither the stock 
companies nor the general writing 
mutuals write more than four or five 
thousand dollars net on a combustible 
risk. My own company, the Michi- 
gan Millers Mutual Fire Insurance 
Company, which specializes in flour 
mill and grain elevator risks, which 
are usually isolated and not subject 
to conflagration hazards, seldom car- 
ries a line over $20,000 on a com- 
bustible risk, even though the com- 
pany has assets of over $4,000,000 
and a surplus of over $2,000,000. On 
the basis that some of the farm 
mutuals assume liability, my com- 
pany would be writing lines much 
greater than $20,000 subject to one 
loss. Allowing for the fact that the 
Michigan Millers Mutual Fire Insur- 
ance Company pursues a somewhat 
conservative. policy in this regard 
(and hence its excellent surplus) the 
farm companies should in many cases 
reconsider their reinsurance procedure 
and decrease their net retentions. 

Having decided that reinsurance is 
necessary, let us see what plans are 
available. The simplest is an ex- 
change of specific reinsurance be- 


tween companies. With this plan it 
is necessary to transmit a policy or a 
memorandum containing all the in- 
formation given in the original pol- 
icy (usually called a daily report), 
together with a check for the rein- 
surance premium, less a commission 
for originating the business. In case 
of loss the placing company makes 
the adjustment and invoices the re- 
insuring company for its pro rata 
share. 

There are two real objections to 
this plan.* First, a great deal of book 
and paper work is required of the 
secretary for each line reinsured. 
Second, over a period of years one 
company will have made a profit and 
the other a loss on the exchange of 
business and as a rule the loser be- 
comes dissatisfied and cancels the con- 
tract, figuring that perhaps the other 
company is not particular about its 
underwriting. Contracts that do not 
prove to be equitable to all parties 
are apt to be canceled and hence do 
not build for a permanent program. 
The same objections hold when spe- 
cific reinsurance is placed with sev- 
eral companies or a company-owned 
reinsurance bureau or pool. This 
plan presents a temptation on the 
part of the placing company to re- 
insure the larger portion of those 
lines that it does not feel are up to 
standard and let the reinsuring com- 
pany or pool “hold the bag”. That 
this is not mere theory can easily be 
proven by a comparison of loss ratios 
on direct business and business re- 
ceived through reinsurance. When 
this subject was being discussed at 
a group meeting last year a cer- 
tain executive told me that his own 
business showed a loss ratio of 19 
per cent, whereas on business re- 
ceived from reinsurance the loss ratio 
was 58 per cent. No reinsurer should 
ever accept a line larger than the 


placing company retains. Even with 


* Editorial Note: In other issues of the Journal 
we have printed discussions of reinsurance plans 
which varied somewhat from the methods proposed 
by Mr. Dendel. The Journal of American Insur- 
ance has no comment to make on the desirability 
of any particular reinsurance procedure but is 
printing Mr. Dendel’s contribution in order to 
present to our readers another approach to this 
subject. 
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that safeguard there may be a tend- 
ency to careless underwriting with 
reference to large lines. 

Because of this high loss ratio on 
business received through reinsur- 
ance, there is a growing tendency to 
require modified reinsurance con- 
tracts which provide for additional 
premiums to the reinsuring company 
in case the placing company’s loss 
ratio runs high. These contracts have 
some effect in forcing better under- 
writing on the part of the placing 
company, but they are not as yet in 
general use. 

In an effort to overcome these ob- 
jections of the specific reinsurance 
plan, the excess of loss plan was de- 
veloped. Before insurance was avail- 
able the individual stood his own loss 
except for contributions from friends, 
relatives and neighbors. The advent 
of insurance enabled the cost of such 
a catastrophe to be spread among 
many. Mutual insurance contributed 
to the original idea by providing bet- 
ter service at cost. The advent of re- 
insurance similarly spread the cost of 
a heavy loss among many companies. 
Now we have the excess of loss con- 
tract which automatically protects the 
reinsured company against losses 
above a certain stipulated amount, 
thereby eliminating the task of specif- 
ically reinsuring each large line; the 
annual cost being adjustable and 
based upon the placing company’s 
own loss experience. The Associa- 
tion Excess of Loss plan works as 
follows: Any number of companies 
may become members of an associa- 
tion for the purpose of handling in- 
tercompany transactions under an ex- 
cess of loss contract. The association 
does not need to be incorporated as 
all funds handled actually belong to 
the members. The plan is predicated 
on the theory that each company can 
stand any reasonable loss and needs 
help only when called upon to pay 
large losses. If a company selects 
$5000 as its net maximum line, there 
is no reason why it should not agree 
to pay the first $5000 of every loss 
and thereby retain a larger percent- 
age of the premium that it originates. 
Under the specific reinsurance plan, 
if a line is 50 per cent reinsured the 
company only expects to pay its pro 
rata portion or 50 per cent of the loss 
because the reinsuring company re- 
ceives one-half of the premium (less 
commission). A company originating 
profitable business should be anx- 
ious to retain as much as possible ot 
the premium on that business. 
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Under this excess of loss plan each 
company selects its own first net re- 
tention, which amount it agrees to 
pay on every loss before drawing 
from the Association. A Master Con- 
tract is drawn up in which each 
company agrees to accept its percent- 
age of liability of all excess losses re- 
ported to the pool and at the same 
time each company automatically re- 
insures all of its risks with the pool. 


ment and also the percentage of own- 
ership in any surplus remaining at 
the end of any year’s business is the 
ratio of the amount of premiums 
contributed each year by each mem- 
ber to the total amount of premiums 
paid in by all member companies for 
that year. The contract stipulates 
both the net retention and the per- 
centage of liability in the contract for 
each member for that year. It is pre- 
sumed of course that the premiums 
collected will pay all losses so that 
the probability of an additional as- 
sessment is small. Premiums are 
based upon the loss experience of 
each company for the previous five 
years. If a company’s net retention 
is $4000, then that amount is de- 
ducted from each one of the com- 
pany’s large losses for the previous 
five years and those amounts in ex- 
cess of $4000 are totaled and divided 
by five to determine ihe average 
amount of excess loss per year. The- 
oretically that amount paid in as an- 
nual premium should be sufficient to 
take care of each company’s normal 
excess loss and a small amount must 
be added for expenses. It is also de- 
sirable to create a surplus, so that it 
is customary for the first year to add 
50 per cent to the experience rating in 
computing the premium. The only 
contact the company has with the 
central office, outside of paying the 
quarterly premiums, is to file a 
notice of loss and eventually a proof 
and certificate of proof with the As- 
sociation whenever a loss occurs 
above the company’s net retention. 
You will therefore see that the ex- 
pense of handling this type of con- 
tract is probably not one-tenth as 
much as the cost of handling specific 
reinsurance, even through a bureau. 


Other important points of this con- 
tract are as follows: requirement of 
a three years’ notice before a mem- 
ber may cancel its contract, the lia- 
bility for assessment in case losses 
and expenses exceed income the same 
as in a mutual company, adjustment 
of premium at the end of each year on 
account of increase or decrease of 
insurance in force during the year, the 
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requirement of a two-thirds vote in 
approving new members, a maximum 
limitation on the amounts that can 
be paid to a member company under 
the contract of four times the mem- 
ber’s own net retention, and the in- 
clusion under one report of loss all 
losses which occur under one or more 
policies for one or more insureds in 
the same disaster, such as two sets 
of risks burning at the same time, 
one fire set from the other. It is fur- 
ther provided that the minimum pre- 
mium shall be 10 per cent of the 
number of thousands of insurance in 
force. All provisions in the Articles 
of Association and the Master Con- 
tract are subject to change at any 
annual meeting by two-thirds vote. 
The contract is particularly flexible 
because the amount of net retention 
for any member may be changed at 
any annual meeting in an attempt to 
keep each individual member’s pre- 
miums and withdrawals at as near a 
balance as possible, allowing of course 
for the expense of operation. Ac- 
cumulated funds may be withdrawn 
only by a two-thirds vote. A sepa- 
rate account is kept of the surplus or 
deficit for each company. In comput- 
ing the premiums for the next year, 
those companies that have reported 
large losses will find their premiums 
materially increased, for a new five- 
year average of loss experience is 
computed, dropping off the experi- 
ence of the fifth previous year and 
including the experience of the cur- 
rent year. Thus over the period of 
the next five years the individual 
member will be returning to the pool 
in the way of increased premiums the 
amounts which it drew out for heavy 
excess losses in the current year. 


UTUAL insurance in its incep- 

tion based its hopes of success 
largely on selection. This plan takes 
us back to that fundamental, for 
when the company executives realize 
that in the long run they will have to 
pay for all their own losses, they im- 
mediately begin to sift more closely 
the bad risks from the good and as 
a result the loss ratio for all mutual 
insurance companies involved cannot 
help but be reduced. 


For the past 214 years the writer 
has had an opportunity to watch the 
operation of such an excess of loss 
contract, having assisted in organiz- 
ing the Farm Excess of Loss Asso- 
ciation of Lansing Michigan, and 
having served as its Secretary-Treas- 
urer since its origin. Membership is 
limited to farm companies, but the 
writer believes the plan will work 


equally as well with other types of 
mutuals. The Association was or- 
ganized on February 1, 1938, with 27 
charter members and now has a mem- 
bership of 39 out of a total of 61 farm 
mutuals in the state. The operation 
of this pool is considered highly suc- 
cessful by its members, particularly 
from the standpoint of low cost of 
operation, which is one of the fea- 
tures of the farm companies. No ad- 
ditional assessments have ever been 
collected from the members, although 
the operating deficit for the first year 
was nearly $17,000. The Association 
as of June 1, 1940, had a surplus of 
approximately $7,000. During 1939 
all the reinsurance requirements for 
34 farm fire companies with a total 
amount of insurance in force of $409.- 
345,000 were handled at a total oper- 
ating cost of slightly over $1000, 
which was 1.7 per cent of the total 
excess of loss premiums handled for 
that year, and there was practically 
no additional expense or work on 
the part of members. Another reason 
for the popularity of this plan is that 
it relieves company executives from 
the responsibility of placing reinsur- 
ance on each large line. It is not 
infrequent that slips occur in the re- 
insuring of large lines, making the 
company liable for the entire loss. 


The Michigan Law requires all 
mutuals to be on the advance plan 
by January 1, 1942, and thereafter 
to maintain at all times a reserve of 
at least 50 per cent of its previous 
year’s assessments. This excess of 
loss plan will be of immense help to 
several of the companies that may 
have some difficulty in meeting the 
deadline, for by putting their first 
net retention down to a relatively low 
point they will be able to draw on 
the Association for most of their 
losses during the years 1940 and 
1941 and build up their own surplus. 
If a company draws more out of the 
‘arm Excess of Loss Association 
than it puts in in premiums in any 
year that difference does not show up 
on their annual financial statement 
because that is a contractual liability 
which is to be paid back to the Asso- 
ciation by increased premiums during 
the next five years. This is just one 
example of the flexibility of the ex- 
cess of loss association plan. 


Briefly, then, the advantages o/ 
the excess of loss plan of reinsur- 
ance sum up as follows: 

1. Positive and automatic reinsurance. 

2. Reinsurance on the mutual plan, no 
profit to outsiders. 

3. Retaining of a higher percentage of 
premium originated. 

4. Better selection and hence lower 
losses for all members. 
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5. Complete control of each line. 

6. Provides funds for prompt payment 
of losses. 

7. Exceedingly low cost of operation. 

8. Less responsibility and work for 
the company secretary. 

9. “In union there is strength.” Strong 
financial backing welcomed by mort- 
gagees. Weak companies saved. 

10. Tendency to keep annual cost of 
insurance on an even keel. 

11. Both advance and delayed assess- 
ment plan companies may join. 

12. Complete flexibility by annual ad- 
justment of net retention. 

As an answer to the increasing 
tendency towards higher loss ratios 
on business received through rein- 
surance and to effect considerable 
economy and simplicity in the han- 
dling of reinsurance, I most heartily 
recommend the excess of loss plan of 
reinsurance to any group of com- 
panies that are now handling their 
reinsurance between companies on 
any other plan. 





Appraisal of Real Estate 
Property 


(Continued from page 22 


is not just that. Who shall appraise? 
An appraisal, after all, is just an 
opinion. 

If my daughter was seriously ill, 
taken ill in a little country town en 
route from Lansing to Mackinac, I’d 
go in and see the country doctor to 
give her first aid but probably before 
long, if it were serious, I'd have her 
up to Rochester, Minnesota, to see 
what we all think are the world’s 
greatest physicians and surgeons to 
advise upon her case. I'd get the very 
best opinion that I could. I am not 
willing to admit that they are all 
alike, that all doctors are just as good 
as all other doctors. There is a dif- 
ference between doctors just as be- 
tween Commissioners of Insurance. 
The same applies to lawyers. If I 
have a serious matter in court I am 
going to get the best lawyer I can 
possibly find; so I feel there is a 
difference in appraisers just as there 
is in lawyers, doctors or men in any 
other vocation. 

The appraiser of the old school 
used to go out, put his hands in his 
pocket, look at a piece of property 
and say, “Yes that is worth $75,000.” 
He did not go inside. 

But the new school is different. 
They are the actuaries of the real es- 
tate profession, and we like to call 
it a profession. Of course, they are 
like actuaries. You know, someone 
Says a man does not have to be crazy 
to be an actuary but it helps a lot. 
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So it is with the appraisers. Those 
who are in the old school in the real 
estate profession look upon us — 
those high-brows in the appraisal pro- 
fession — as being a bunch of high- 
brows that figure everything down to 
a gnat’s eyebrow, and when we get 
through we don’t know any more 
about it than the other fellow. 

There are those who, through years 
of buying and selling real estate, have 
gathered data in their office that is 
worth thousands of dollars, who have 
made studies of reproduction of rent- 
als and all the rest of it. After all, 
their word is, perhaps, a little better 
than someone’s else. 

ee @« @ 

QUOTE again from Best’s — it 

is not my bible but he happened 
to have something to say about this 
— he said, “In general, the real es- 
tate problem of the life insurance 
companies hinges upon the ability of 
any given company to hold real es- 
tate for a reasonable period, while 
awaiting a more favorable market, 
even though the interest return is 
little or nothing. It must be remem- 
bered, however, that loss of interest 
on any life insurance company invest- 
ment is, in effect, equivalent to a 
loss of part of the principal, for rea- 
sons already set forth’? — in my opin- 
ion, in most of this undigested prop- 
erty that has come back to life insur- 
ance companies from foreclosure of 
mortgages, for depreciation, for ob- 
solescence, if proper set-up for ob- 
so'escence were made there would be 
no earnings on that real estate. This 
thing of waiting for a more favorable 
market — why are we going to have 
a more favorable market? What is 
going to happen to Grand Rapids in 
the State of Michigan, or to Hartford 
in the State of Connecticut, that we 
have a right to believe is going to be 
a more favorable market? Right now, 
I don’t know what it is. 





He says further, “There is a mis- 
taken belief that real estate is a com- 
plete ‘hedge’ against inflation. Offi- 
cers of companies which have a high 
percentage of all resources repre- 
sented by real estate have argued 
that this is a favorable situation. It 
is not true, however, that in times of 
severe inflation real estate retained its 
value; this is affected by Govern- 
mental limitation of rents, by heavily 
increased taxes and by _ increased 
operating expenses.” I am _ inclined 
to agree with the gentleman who says 
that real estate is not a hedge against 
inflation. 

I apologize for having run over- 
time but having listened to myself 
talk to you for the last twenty min- 
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utes I have come to these conclu- 
sions :. 

_ 1. Liquidity is a desirable factor in an 
insurance portfolio and real estate is not 
generally speaking, liquid. 

2. Value of assets and liquidity thereof 
cannot be obtained unless real estate is 
valued. 

3. Each piece of real estate is differ- 
ent from every other and examiners can- 
not learn the value unless each piece is 
inspected by someone. 

4. The opinion of capable and honor- 
able appraisers — that means men who 
have the background and who know 
something about the ethics of appraisal 
— comes as nearly as is humanly pos- 
sible to being a real value. 

Now as I said at the outset these 
are merely my opinions, gentlemen. 
They cost nothing and are, perhaps 
just worth exactly what they cost 
you, but there they are, and if I have 
given any man an idea to take out 
with him, I am most happy. 


Willems Named Medical 
Director of L. M. C. 


WITH THE APPOINTMENT OF DR. 
WILLIAMS, CHICAGO, AS MEDICAL DI- 
rector of the Lumbermens Mutual 
Casualty Company, president James 
S. Kemper, announced that a further 
expansion of the company’s nation- 
wide program for the rehabilitation of 
injured workmen is in progress. The 
company states that the best medical 
service that science can offer is avail- 
able for the benefit of policyholders’ 
employees in every large city in the 
United States and under Dr. Williams’ 
direction, further improvements are 
anticipated. 

One of the country’s outstanding in- 
dustrial surgeons, Dr. Williams has 
been connected with the Lumbermens 
Mutual Casualty Company since No- 
vember, 1935. Following his honor- 
able discharge from the U. S. Naval 
Service, he took undergraduate work 
at the University of Chicago and his 
medical course at the Rush Medical 
College. He served his internship at 
St. Luke’s Hospital, Chicago. 

After receiving his degree, he be- 
came associated with the Illinois 
Manufacturers’ Division of the Lum- 
bermens Mutual Casualty Company. 
Dr. Williams has been a staff member 
of the Walther Memorial Hospital and 
the Cook County Hospital, as well as 
a member of the faculty of the North- 
western University Medical School. 
At present he is on the active staff of 
the Norwegian-American, Walther 
Memorial and Evangelical Hospitals 
and is on the courtesy staff of St. 
Luke’s. 

Dr. Williams is a member of the 
American Medical Association, Illi- 
nois State Medical Society, Chicago 
Medical Society and the Electric Club. 
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CENTRAL MANUFACTURERS’ MUTUAL INSURANCE CO. 
OF VAN WERT 


INDIANA LUMBERMEN’S MUTUAL INSURANCE COMPANY 
OF INDIANAPOLIS 


LUMBER MUTUAL FIRE INSURANCE COMPANY 
OF BOSTON 


LUMBERMEN’S MUTUAL INSURANCE COMPANY 
OF MANSFIELD 


NORTHWESTERN MUTUAL FIRE ASSOCIATION 
OF SEATTLE 


PENNSYLVANIA LUMBERMENS MUTUAL FIRE INSURANCE CO. 
OF PHILADELPHIA 


* 


No matter where located, from Atlantic to the 
Pacific, an office near your office 


Gale & Stone, Boston—Mutual Insurance Bureau, Philadelphia—Interstate Mutual Insurance 
Agency Co., Mansfield, Ohio, Pittsburgh, Penna.—Lumbermens & Manufacturers Mutuals, Inc., 
James S. Kemper, Mer., Chicago, Milwaukee, Minneapolis, Omaha—<Associated Mutuals, Inc., 
Atlanta, Ga.—Lumber Mutual Agency, Indianapolis, Memphis, Dallas, Kansas City—The Martin 


General Agency, Seattle, Denver, San Francisco, Los Angeles, Vancouver, Portland, Spokane. 
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Are you the man who wants his 
son to follow in his father’s foot- 





steps? If that is your wish, see 
to it those steps are wisely taken and the 
ultimate goal is carefully safeguarded. An 
important step toward the day when your 
wish is fulfilled and your son takes over 
your job, is the adoption NOW of an insur- 
ance program to cover every hazard which 
could destroy the business you so carefully 
built for him. 


Last year a quarter of a million policyhold- 
ers received more than five million dollars 
in dividends from the FEDERATED-HMC 
Companies. In many cases, these funds were 


used to purchase additional protection: more 


Calling All Fathers 





Fire and Extended Coverage insurance, Busi- 
ness Income (U & QO), Plate Glass, Burg- 
lary, and broader automobile policies which 
include adequate bodily injury limits, col- 
lision, towing. 

The goal you have so carefully set can be 
fully protected. By applying dividends, you 
may inerease your property and casualty in- 
surance without added cost. Your full-time 
FEDERATED-HMC representative will be 
glad to give you complete figures. Be sure 
to see him when he calls. 


FEDERATED HARDWARE MUTUALS 


Hardware Dealers Mutual Fire Insurance Company .... . Stevens Point, Wis. 
Minnesota tmplement Mutual Fire Insurance Company... . . Owatonna, Minn. 


HARDWARE MUTUAL CASUALTY COMPANY 


Stevens Point, Wisconsin 
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speaks for itself. . . 


ASSETS 


LIABILITIES 


Five Characteristics of Strength 


(Third of a series on “What Constitutes a Strong Casualty Company” ) 


An insurance company’s potential ability to weather bad times depends almost en- 
tirely on the sound judgment of its managment. In interpreting the financial record 
of a company the following five points should be considered the real standard of 
strength: 


First —A history of healthy growth in Third —Conservative investments evi- 
premiums, assets, surplus and denced by non-speculative char- 
reserves. acter of assets. 


Fourth—Conservative valuation of assets 


Second—Sound underwriting, supported pp 
&> supp and liabilities. 


by a record of better than aver- 
age underwriting results. Fifth —Sound distribution of dividends. 


Lumbermens measures up to the highest standards on each of these five points. 


Lumberm 


MUTUAL CASUALTY COMPANY 


JAMES S. KEMPER, President Home Office: Mutual Insurance Building, Chicago 
Operating in New York as (American) Lumbermens Mutual Casualty Company of Illinois 


PHILADELPHIA: 12 South 12th Street BOSTON: 260 Tremont Street 

SYRACUSE: Syracuse Building ATLANTA: 22 Marietta Street Building 

LOS ANGELES: Rives-Strong Building SAN FRANCISCO: Russ Building 
TORONTO: Concourse Building 








